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Introduction 

Investment is a matter requiring deep con- 
sideration, whereas only too often the inves- 
tor allows himself to be guided by mere 
impulse in the disposal of his capital. The 
following series of articles from the pen of 
Mr. Henry Lowenfeld have already appeared 
in the Financial Review of Reviews ; they are 
now reprinted in book form in the hope that, 
collected, they may assist the investor to 
grasp the fact that the science of investment 
comprises a series of acts of selection, all of 
which require to be carefully weighed if the 
combination of securities, which results; is to 
take the shape of a perfect list of invest- 
ments. 

First of all there is the selection of the 
type of security best suited to the individual 
investor’s requirements ; then there is the 
selection of suitable iocalit^s for investment. 
After it Jjas been decided in what class of 
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security and in what countries the capital 
to be disposed of should be employed, jjb still 
remains to discriminate ^sely between the 
respective merits of kindred securities. 

Above all things it is essential that the 
various stocks, of which an Investment 
List is composed, should weld one with 
another. They must not only harmonize in 
their respective widths of fluctuation, but 
also in their respective yields of income. 
On no account must an attempt be made 
to blend stocks, which habitually fluctuate 
widely, with stocks of marked stability : and 
investments yielding high rates of income 
must not be combined with securities which 
afford a comparatively low return. 

Perfect harmony can only be secured by the 
judicious selection of a combination of stocks, 
similar in income-yield and identical in width 
of fluctuation ; but every one of them con- 
trolled by a separate set of market influences. 

It is the aim of the articles reprinted in 
this book to show how investment harmony 
is to be achieved. The reader will find that 
the Statistical Record which is published at 
the end of each number of the Financier 
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Review of Reviews will supply him with all 
the jiaecessary data as to income-yield, width 
of fluctuation, trend of price-movement, and 
balance-sheet analysis of ovet 5,000 securities. 

So that the investor will be enabled to make 

« 

therefrom an intelligent selection of invest- 
ments, suitable to his own requirements and 
suitable also to blend with one another in an 
harmonious scheme of investment. 

If he will only follow the directions, which 
the originator of the Geographical Distribu- 
tion of Capital so clearly lays down in this 
symposium of financial essays, the investor 
will learn how to house his capital securely 
and how to put himself in possession of an 
assured income. 

THE PUBLISHEES. 

2, Wathbloo Place, 

London’, S.W. 
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Investment Crazes 


Of all financial transactions there is none of 
more general interest to the investing public 
than the manner in which a new market or a 
new group of securities suddenly springs into 
popularity, and there is no subject into which 
it is more difficult for the average investor to 
obtain an accurate insight. His loiowledge 
is usually limited to the fact that he learns 
one morning from the financial column of his 
daily paper that, when the Stock Exchange 
closed, a certain new issue was quoted the 
previous day at a substantial premium ; and 
from that time onwards, for days and weeks, 
and, indeed, in the case of a particularly well- 
organised “ boom,” perhaps even for months, 
the advertisement columns of the Press will 
be crowded with the prospectuses of kindred 
ventures, whilst the reigning market sensation 
will be the premiums at which this new group 
of stocks is being actively dealt in. 
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Without pausing to consider precisely how 
all these activities and aU these premiun|8 
have thus miraculously sprung into existence, 
the public not unnaturally becomes fascinated 
by the prevailing financial topic of the hour, 
namely, the buoyancy of the new market and 
the sums of money which are being made by 
those who are fortunate enough to be inter- 
ested therein. 

But if the investing public would only stop 
to investigate the origin of this seemingly 
inexplicable outburst of activity, they would 
doubtless be surprised to find that they them- 
selves were individually capable of producing 
an exactly parallel phenomenon by their own 
firesides, with no more complicated a set of 
apparatus than a kitten, a cork, and a piece 
of string. For just as a kitten is unable to 
restrain itself from eagerly jumping in pursuit 
of a cork which is steadily drawn away from 
it, so the average investor finds himself im- 
pelled to jump into a market which is steadily 
rising. It matters not to the kitten that past 
experience has taught it that the cork is pos- 
sessed of no real vitality, any more than it 
matters to the ii^estor that bitter experience 
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has taught him that these spurts of artificial 
activity in a new market are just as devoid 
of "real life as is the inanimate cork which 
fascinates the kitten. In both cases the attrac- 
tive force is motion — motion which to the 
unreasoning observer bears a certain resem- 
blance to life. 

Now the real explanation of this sudden 
simultaneous production of a number of brand 
new ventures of kindred character lies in the 
fact that the various Houses of Issue, which 
are responsible for the flotation of new joint- 
stock companies, aU have a multitude of 
schemes in all parts of the world, pigeon- 
holed and waiting for the capricious Pubhc 
to display a marked interest in any one of 
them. When the investor has a fancy for 
tramways, it would be useless for the company- 
promoter to tempt him with a brewery and 
vice-versa. Therefore when one tramway 
scheme has been seized upon by the public 
with avidity, forthwith a succession of tram- 
way issues are unearthed from the obscurity 
of the pigeon-holes, in which they have been 
reposing, and are given forth to the world. 
Amongst this mass of flotations there are 
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naturally schemes good, bad, and indifferent, 
companies of proved dividend-earning capa- 
city, and crude, immature concerns of douot- 
ful prospects. The whole situation, more- 
over, is still further obscured by each House 
of Issue lending a certain amount of market 
support to its own offspring ; in the language 
of Throgmorton Street every man is busily 
thwacking his own donkey, and amidst the 
consequent dust and uproar which ensues, 
the general public can be little surprised if it 
fails to display the very keen amount of 
discrimination which is requisite in such a 
case. 

But the engineered advance in quotations 
having accomplished its purpose, and the 
investor having been induced to ally his for- 
tune for better or for worse with that of the 
new market, there forthwith ensues what the 
average financial journalist, who is a man of 
set phrases, so dearly loves to term a “ healthy 
reaction.” And naturally enough the reced- 
ing tide leaves the genuine investor stranded 
high and dry with his new purchase or pur- 
chases. Then follows a^ dreary period of 
suspense, accompanied by a further shrink- 
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age in values, until the unpleasant conviction 
begins to steal over the erstwhile over-eager 
buyer that there is no immediate probability 
of the glowing prospectus promises being 
realised. 

At this point, too, the speculator, who is 
carrying large masses of the new stuff on loan, 
finds that his banker is beginning to display a 
certain amouut of uneasiness, and it is made 
abundantly clear to him that his loans will be 
closed down upon him, unless, of course, he 
should happen to be of sufficient wealth to 
entitle him to practically imlimited credit. 
Thus one weak speculator is compelled to 
liquidate his holding, with such disastrous 
effect upon the market that other weak 
speculators are in turn forced to liquidate 
theirs ; so that there ensues, to quote another 
picturesque Throgmorton Street idiom, 
“ such a getting downstairs ” as altogether 
eclipses in rapidity even the suddenness of 
the original rise. 

During the progress of the slump the doubt- 
ful ventures die a natural death, and only the 
sound ones survivei to pa “ticipate in another 
“ boom,” perhaps, when the investment craze 
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once more takes the market in hand again, 
after it has been purged by a lengthy period 
of liquidation. This new boom follows pre- 
cisely in the footsteps of the first, and again 
leaves the market to a lengthy period of repen- 
tance. 

Amongst recent investment crazes have 
been : — 

South American Investments. 

Enterprises in Egypt. 

Motors and Motor-Buses. 

Electric Traction Ventures. 

For the purpose of the present argument 
I will group the two first and the two last 
together, as, though united by the common 
bond of all being fashionable, the two former 
widely differ in their main essentials from the 
two latter. 

The first group bases its claims to recog- 
nition upon new developments in specific 
countries, whilst the second owes its popu- 
larity to the development of new industries 
which are universal to the whole globe. Now, 
obviously, an enterprise dependent upon the 
development of tracts of country affords far 
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greater stability than an enterprise secured 
upon the prosperity of a particular industry. 
Because new inventions and individual indus- 
tries are always liable to be superseded by 
some fresh discovery or social movement, as 
the dLectric tramcar has practically killed the 
horse-drawn tram, as the motor has out into 
the bicycle trade, and as the Temperance 
Movement has checked the prosperity of the 
Brewing Industry. On the other hand, no 
new craze, invention, or social development 
can injure the industrial progress of a par- 
ticular part of the globe. 

When a new country has once made a start 
upwards, though its prosperity may be checked 
by a period of lean years, yet its progress 
cannot be altogether arrested. Hence an 
investment based upon the development of 
a coimtry has a much more solid foundation 
than an investment based upon a specific 
trade or an individual industry. 

The recent financial developments of the 
South American Railway stocks are typical 
of the present investment craze for South 
American secmities .of all/ kinds. For the 
purpose of illustration I will take the Buenos 
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Ayres and Rosario Railway, one of the greatest 
and most important of the South American 
Railway group. This company was incor- 
porated in 1873. It would serve no useful 
purpose to trace its early history, so I will 
commence with the year 1886, when its 
Ordinary stock rose from 114 to about 160 
on the prospect that its dividends would 
increase from 6 to 8 per cent. This expecta- 
tion was fully realised ; the dividend rose to 
9 per cent, and the price of the stock touched 
185|^, its highest record in the year 1889. 
At that price the stock yielded slightly under 
5 per cent., and the then craze had it that the 
stock was bound to rise considerably higher. 

However, the Baring crisis, which took 
place in the following year, summarily checked 
Argentina’s borrowing power and led to a 
period of financial conservatism, during which 
it became evident that much of the country’s 
past prosperity had depended upon the con- 
stant influx of fresh European capital. Dur- 
ing this time the dividends of the Buenos 
Ayres and Rosario Railway ceased entirely, 
and the price of t|ie Ordinary stock dropped 
from 185J in 1889 to 45 — or just one quarter 
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of its former figure — in 1893. Dividend pay- 
ments were resumed in 1894, and, after linger- 
ing between 1| and 4 per cent., they gradually 
rose again to 6 per cent, for 1904, the price of 
thp stock improving to 117. 

Clearly, then, a stock with such a past history 
as this is entirely unsuited to a steady -going 
investor. It should be the aim of the investor 
to consider nothing but the safety of his capital 
and the income-yield which it affords him. 
Whenever he finds that he can obtain greater 
safety and a better income by changing from 
one security to another, he ought certainly 
so to change with the view of improving his 
Income and building up his Capital Account. 

An investment craze, no matter how strong, 
only lasts for a time, and, after a large rise in 
prices above the normal level, a reaction is 
sure to follow. This has been emphatically 
demonstrated by the dwindle of prices in the 
British Railway Market of recent years, and 
we are quite certain to witness a similar re- 
action in South American securities. To 
the speculator an investment craze does offer 
undoubted opportunities of which he may 
avail himself so far as he deems it to be pru- 
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dent ; but for the investor the investment craze 
:s apt to prove a dangerous trap, which it is 
easier to walk into than to walk out of. It 
should he the object of the investor to improve 
his capital position and his income when- 
ever he can do so by realising an unduly 
inflated stock ; this he can do in the present 
instance, and a cursory survey of an invest- 
ment list will reveal many opportunities offer- 
ing to the prudent holder of South Americans 
if he will only take advantage of the present 
craze to turn his paper profits into actual 
cash. 

The case of the present “ boom ” in Egyptian 
securities differs from that in South Americans 
chiefly as to the knowledge we possess of 
Egypt as a field of investment. Egypt has 
only recently come to the front ; therefore, 
as to the probability of Egyptian investments 
possessing any ultimate stability we have 
little to guide us. History does, however, 
serve to show that the original pioneers are 
but rarely those who reap the ultimate profit. 
When developing a new territory many mis- 
takes are inevitable, so that it naturally 
follows that, for a time, Egyptian invest- 
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merits were all strongly tinged with the taint 
of» speculation. The speculative element, of 
course, entered leaat into that class of invest- 
ments which appertains to the nature of 
jnojtgages. A sound well-secured mortgage 
debeiiture, yielding a substantial rate of 
interest to compensate for the risk incurred, 
should prove the least dangerous type of 
Egyptian investments. But more speculative 
stocks and ordinary capital issues should be 
eschewed by all who aim at solid investment. 

Having now treated of investment crazes 
in new countries, and having explained how 
they should be regarded by investors, let us 
next consider booms in the development of 
individual trades, like motors and motor- 
buses and electric traction. Here I should 
like to veto at once every investment in 
motors and motor-buses, no matter whether 
Debentures, Preference or Ordinary shares. 
We are in this case dealing with an entirely 
untried industry. There is not the slightest 
doubt that the motor has come to stay, but 
whether it is the motor as at present manu- 
factured, or not, is a g^uestiop of grave doubt. 
I should like to advise every investor to closely 
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watch the development of motors and motor- 
buses. They pass him daily in the street, 
so that he can obtain a cheap, instructive, 
and practical lesson as to the way an investor 
should look upon this and every other boom 
which concerns itself with any fashions and 
new inventions. 

He wiU see a bus or a motor which will please 
him vastly ; let him take careful note of the 
particular make which strikes his fancy, and 
he will most likely find that in the short space 
of two or three years that very same motor 
which he looked upon as almost perfection 
has already dropped out into the ranks of the 
obsolete. Every time that he witnesses such 
a development, let him remember that in aU 
probability some patent right, which was 
originally acquired for tens of thousands of 
pounds, has become valueless, or that some 
firm or company which did not understand 
how to adapt itself to altered circumstances 
has been brought to the verge of bankruptcy. 

There is but little to be gained by entering 
the ranks of the pioneer investors in a new 
industry, whilst there is,everything to be lost 
by so doing. 
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Perhaps one of the most successful patents 
in, qonnection with motors was the Dunlop 
pneumatic tyre. Yet the Eight per Cent. 
Cumulative Ordinary shares of this company 
are, n ow purchasable at a discount of about 
twenty per cent. The patentee has no 
doubt made a fortune out of his invention, 
but the shareholders also have quite evidently 
lost one. Yet the Dunlop tyre was quite a 
remarkable success. A glan ce at the Birming- 
ham Stock and Share List, giving the quota- 
tions of all the cycle companies — a craze of 
a few years ago — clearly illustrates what is 
likely to happen to motor investments of the 
present day. 

Here, both investors and speculators are 
equally likely to lose, so that the finding of 
capital for motors and motor-bus concerns 
ought to be left to the trade and to those 
investors who are practical engineers and are 
following the entire movement with the 
closest attention. 

The last craze which I propose to discuss 
here is that of Electric Traction. This is by 
no means a new industry, but one that has 
already established itself so strongly as to 
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have become a veritable danger to some of 
the existing railway systems. 

Electric traction was fi*st introduced about 
eighteen years ago, and has, during that time, 
so thoroughly established itself that it can 
be safely assumed that new inventions or 
developments are not likely materially to 
affect this industry. As a matter of fact we 
are dealing here with a thoroughly tried and 
successful form of enterprise. The pioneers 
of the Electric Traction movement have lost 
money, no doubt, but the present investor 
is in a position to profit by these losses. For 
these reasons this craze has now reached a 
point when it may be said to have justified 
present current prices, if not the boom prices of 
earlier days. Electric trams have opened up 
new districts which were formerly inaccessible. 
They are also very popular for pleasure traffic 
on account of the speed of which they are 
capable, and of the ease and comfort with 
which they run. 

It is a significant fact that few of the 
recently established electric railways and tram- 
ways but have already entered the list of 
dividend-payers, whilst some of them are 
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most signal successes, and it is particularly 
ppticeable that in hot countries they do 
extremely well. 

But, here again, the investor should be 
^utious in his selection, and he should not 
mrchase any stock of an Electric Railway 
which does not return to him a fair amount 
of yield in comparison with the risks which he 
runs. 

During the present craze many investors 
seem to have lost sight of this important 
point, and there are even now a great many 
instances in which the prices, at which Electric 
Tramway and Electric Railway stocks are 
selling, cannot well be justified by their pros- 
pects. 

Let us take, for example, the £6 fully-paid 
Ordinary shares of the Anglo-Argentine Tram- 
way, which used to sell at about par three 
years ago, and are now selling at £8 ISa. a 
share. It is true that the dividends on these 
shares have risen from 6 to 8 per cent., yet 
on an 8 per cent, basis they only yield at the 
present price about 4| per cent. This is an 
instance which clearly shows how far a 
temporary craze for any particular class of 
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investment tends to upset the investor’s 
judgment. 

It is quite true that th/i Anglo-Argentine 
Tramways Co. own a very fine system ; it is 
also true that with very careful management 
the dividends might yet be increased. 
However, in my opinion, no investor should 
hold a Tramway Ordinary share which does 
not return him a minimum rate of over 5 per 
cent, on the selling price of his stock. 

It is only by ascertaining whether the 
stock under consideration is really the safest, 
cheapest, and most remunerative that its 
iesirability to the investor can be proved. 

Now, how can the present selling price 
cf Anglo- Argentine Trams be justified when 
:his investment is compared with other invest- 
nents of a similar class ; taking, for example, 
/he First Mortgage Gold Bonds of well 
established American electric railways. 

Many first class Electric Railway Deben- 
ures yield 5 per cent., and it, of course, 
laturally follows that the yield on Ordinary 
tocks* of this class of enterprise ought to be 
/t least 5|- to per cent. How, therefore, 
an the present price of Anglo-Argentine 
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Tramway Ordinary shares, yielding per 
ci^., be in any way justified — or, why should 
the Four-and-a-Half per Cent. Debenture of 
the British Columbia Electric Railway and 
BEtoy other Debenture of this class be selling 
at 106 ? On Second Mortgage Debentures a 
still larger yield is procurable. I know of 
several instances where as much as 6 per cent, 
is obtainable with comparative safety on this 
class of stock. 

It is these comparisons which] fijx the price 
at which stocks ought to sell, but during the 
time of crazes, investors, for some unaccount- 
able reason, seem to forget to make these 
comparisons, and only find out, after they have 
made their purchases, and when the excite- 
ment of the craze is over, that they ought 
to have done much better for themselves. 

Investors should keep constantly in their 
minds the fact that investing crazes do not 
come about spontaneously, but that, usually, 
they are engineered by some groupof interested 
parties. As it is the business of newspapers to 
record the latest news, and to discuss those 
sections of the market which are attracting 
the greatest amount of public attention, it 
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follows that when an investment craze once 
is set going it is like a snowball, which gr*' uu- 
aUy, by the very fact of motion, finally attains 
to enormous dimensions. 

There are times when every investment 
broker throughout the length and breadth of 
the land has the same class of stock in his mind, 
and naturally, therefore, reflects his state of 
mind upon that of his client. 

For these reasons anomalies like the above 
cited examples come about, much to the 
detriment of those investors who simply 
purchase such stocks as have been brought 
principally to their notice through an invest- 
ment craze. They fail to consider at the time 
of purchase whether they might do much 
better in another, but similar, security. 

Another point of the gravest moment is 
overlooked during periods of financial excite- 
ment, viz., whether the particular security 
selected happens to fit into the investment 
scheme of its purchaser. I have, in Invest- 
ment An Exact Science,^ drawn attention to a 
fact which did not seem to have been well 

^ Investment an Exact Science, Demy 8vo, 2«. 6rf., 
2, Waterloo Place, S.W. 
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understood previously by investors, that a 
b&djy assorted list of intrinsically sound and 
perfectly safe investments may give most 
xmsatisfactory results, and that it is only by 
working on a proper system of investment 
averages that the Capital StabiUty and 
Income Safety can be attained. As my 
book is already in the hands of the public, 
I will not enlarge upon this point beyond 
simply mentioning that one of the greatest 
evils of investment crazes is, that investors 
on such occasions are apt to lose sight 
entirely of the indispensable necessity of a 
proper distribution of investments if Capital 
Safety is to be maintained. 

On the whole, my long and very varied 
experience amongst investors has proved to 
me that a calm and judicial selection of invest- 
ments is the only way in which investment suc- 
cess is to be achieved. All crazes or temporary 
excitements warp the judgment of investors — 
they are, therefore, pernicious iu their general 
effect. If there were any particular advan- 
tage to be gained by following a craze, I should 
certainly counsel inv.estors to watch, study 
and profit by these erratic temporary move- 
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ments, but as, on the contrary, the not well- 
advertised and neglected stocks invarf-«oiy 
offer better investment opportunities than 
those which are in everybody’s mouth, the 
fashionable stocks of the moment should 
always be purchased with caution. 

Crazes should be left entirely to those who 
are desirous of losing money. The sohd 
investor should rather confine himsftif to 
stocks which, although not particularly pro- 
minent at the moment, offer a solid invest- 
ment opportunity. 

There has been countless money lost 
through crazes in the past. The list of 
Brewery and Distillery stocks presents the 
appearance of a great battlefield piled high 
with corpses and strewn with the shattered 
remains of numberless victims crippled for 
life. The Brewery craze was a craze indeed, 
and stocks like AUsopps, which at one time 
sold at 150, are now procurable at about 
one-fifth of that figure. If anyone should 
ask who profited by this craze, the only 
possible answer would be — the Brewers, who 
sold their properties ak high prices, and the 
Promoters who brought out the* concerns. 
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Precious little profit found its way into the 
pgi^kets of investors, and such small profits 
as were made by the fortunate few did not 
represent a tithe of the investment capital 
which was swallowed up in the subsequent 
collapse. 

Just as with the Brewery craze, so with 
almost every one of the innumerable financial 
crazes which have taken place during the last 
quarter of a century. 

It is true that even during a craze some- 
times a really sound investment can be 
picked up cheaply. But cases of this sort 
are only exceptional, and investors will, as 
a rule, do infinitely better by studying a 
table of prices, yields, and past records of 
stocks, than by allowing themselves to be 
swayed by a passing market delirium. 



Tests for Every Investor’s Real 
Position 

As there are but few investors who are capable 
of readily enumerating the factors which con- 
stitute the soundness of an investment posi- 
tion when considered as a whole, the purpose 
of the present article is to set forth these 
factors in detail. Not only so, but also to 
explain how each individual investor can 
test the conjoint value and sohdity of the 
stocks which he holds. 

Investors employ their Capital with the 
intention either of deriving an income there- 
from, or else of augmenting the capital sum 
of which they are possessed. The larger the 
Capital which is employed, the greater is 
the expectation of Income or the larger is the 
prospect of Capital enhancement. Conse- 
quently, it is the reasonable desire of the 
investor to keep his Capital fully employed 
and to reduce his idle, and therefore unpro- 

23 



TESTS FOR REAL POSITION 


23 


ductive, cash to the minimum. But as none 
of us knows what the morrow may bring 
foi^i, and as all of us are liable to be called 
upon suddenly to furnish an unexpected sum 
of money, there is no investor who may not 
be confronted by the necessity of realising 
some portion of his invested capital. For 
this reason one of the chief factors of a sound 
investment position is the ability to convert 
into cash at any time without loss some por- 
tion at least of the stocks held. It is easy 
to ascertain whether ready realisation with- 
out loss is a constant characteristic of any 
given investment position by comparing the 
original prices paid for the stocks held with 
the prices which have ruled during the last 
few years. By this means it can be rapidly 
seen what proportion of the invested capital 
could have been turned into cash either 
without loss or at a profit on the original pur- 
chase. 

If an investment position is to be held to 
answer this test satisfactorily it is requisite 
that a quarter or a third of the stocks should 
have shown themselves capable of realisation 
without loss in each year during which the 
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Investment List has existed. Whenever, how- 
ever, the fact is revealed that any less quan- 
tity than one quarter of the stocks held 'wore 
saleable without loss, then the investor must 
accept this as conclusive proof that his in- 
vestment position is calculated to involve 
him in loss. 

Nothing is more productive of disaster 
than attempting to explain away an estab- 
lished fact. It is highly dangerous for an 
investor to attribute to exceptional circum- 
stances the failure of his own Investment 
List to pass the realisation test in any par- 
ticular year. A sound investment position 
displays its soundness under the most adverse 
circumstances. It is folly to attempt to con- 
ceal the exposed weakness of an Investment 
List behind such transparent screens as the 
after-ejffects of the South African war, the 
financial crisis in the United States, or any 
other upheaval of Stock Exchange values. 
Rather than bandage his eyes with such 
plausible excuses, the investor would do 
better to look the fact squarely in the face 
that an investment position which has once 
broken down under the Realisation test is an 
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investment position which is unworthy to 
have any further confidence placed in it. 
As**It is by no mea|js difficult to construct an 
Investment List which will always enable 
its owner to realise one-fourth of his capital 
without loss, why should not all investors 
avail themselves of this sound investment 
method ? 

It is possible that some few investors may 
be found to assert that the matter of realisa- 
tion without loss does not concern them 
personally. They may perhaps believe that 
they will never have occasion to disturb 
their invested capital. It is only fair to 
admit, this view of investment is supported 
by eminent financial authority ; for Pro- 
fessor S. J. Chapman, in his able article on 
“ Applied Geographical Distribution,” which 
appeared in the Financial Review of Reviews 
for November, 1908, stated: “ If a person is 
investing with a view to secure income, and 
does not want the trouble of changing his 
investments, the only risks that he need con- 
sider are those which affect the income from 
investments.” It would almost appear, how- 
ever, as if the leartied writer, in penning 
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this sentence, had overlooked the fact that 
the most independent of investors are at 
times constrained to break through tlieir 
habitual immobility and to raise money in an 
emergency. It may be that some dear rela- 
tive is suddenly placed in a. position of dire 
need or that a fire occurs, which is not fully 
covered by insurance, or a thousand-and-one 
unanticipated demands may force an in- 
vestor to realise a portion of his invest- 
ments in spite of himself and contrary to his 
preconceived investment programme. An in- 
vestor who merely concerned himself with 
the regularity of his interest payments could 
not find a more ideal security than Consols. 
Yet what is the position of a holder of Gos- 
chens if forced into a reluctant realisation at 
the present current quotation ? On the sale 
of this gilt-edged stock he would stand to 
lose from 5 to 25 per cent, of his invested 
capital. Can it be prudent for an investor 
to expose himself to so crippling a disaster, 
when with a proper system of investment 
the risk of such a catastrophe can be alto- 
gether obviated ? 

The second test of *£». sound investment 
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position is whether the total realisable value 
aU the investments held has varied con- 
siderably from y^r to year. The question 
of a variation in the total realisable value of 
an Investment List is of secondary impor- 
tance from a practical point of view, because 
only under the rarest circumstances is an 
investor suddenly compelled to realise the 
whole of his stocks. But, as a test of the 
soundness of an investment position, the 
fluctuations displayed in the total realisable 
value of the stocks held affords a most trust- 
worthy guide. Now, the object of an in- 
vestor holding several stocks, rather than en- 
trusting the whole of his capital to a single 
security, is to distribute the risk of the in- 
vestment. It is the idea of an investor, who 
holds various stocks, to arrive at a position 
where the misfortunes which may overtake 
some of his stocks may be counterbalanced 
by the increased prosperity of other stocks. 
Such an investor places his original capital 
on one side of the scale, and his aim is that the 
total realisable value of his various stocks, 
when placed on the other side of the scale, 
shall always exhibit equilibrium with the 
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sum he laid out in their purchase ; or, better 
still, he hopes that the total realisable value 
of his investments shall outweigh their total 
cost price. But if he fails to establish such 
an equilibrium by distributing his capital 
amongst several stocks he has not achieved 
his object. He might, indeed, have saved 
himself the trouble of selecting a variety of 
stock, and he may have obtained no worse 
a result by investing his whole capital in one 
sound stock. 

So that we see that the total annual value 
at any single year’s average prices is the tongue 
in the investor’s scale, which indicates with 
what measure of success he has distributed 
his investment risks. It need not and cannot 
be expected that an absolute equilibrium 
will be maintained. Some variation is bound 
to occur in the total value of the best assorted 
Investment List. But whenever it is found 
that the total capital value has diminished by 
as much as one-tenth or more, then it is proof 
positive that there is something seriously 
amiss with one or more of the items which go 
to make up the investor’s combined holding. 
This test is therefore valuable, and it is easy 
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of application. It is only requisite to obtain 
tlie average pricey of ten years ago, of five 
years ago, and those of each of the last three 
years immediately preceding the date of the 
investigation. Then, having multiplied the 
quantity of each stock by these several prices 
and put down the results obtained in separate 
columns for the convenience of addition, it 
is easy to compare the respective totals of 
the five years with one another, and also to 
detect which individual stocks have been 
responsible for the discrepancy which has 
occurred. Any reader who has not a table 
of previous quotations conveniently at hand 
should submit his Investment List to some- 
one who habitually carries out such statistical 
investigations, and he will experience no 
difficulty in getting such a table of compari- 
son drawn up for him. 

But when an investor has in this fashion 
applied to his Investment List the only true 
test as to the proper distribution of the risks 
to which his investment position is subject, 
he must accept the result as constituting 
either the commendation or the condemna- 
tion of his investment scheme. He must not 
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quibble about exceptional times having pro- 
duced exceptional fluctuation; because no 
properly distributed Investment List varies 
very greatly in value year after year. In- 
vestments can be so selected that their com- 
bined value remains fairly stable ; so soon, 
therefore, as pronoimced instability of value 
begins to be apparent the investor must bestir 
himself to uproot the cause of the mischief. 

The third test of a sound investment 
position is regularity of income. Now, in- 
come can be rendered absolutely stationary 
by exclusively holding stocks which produce 
a fixed income, or else it can be endowed 
with stability by so selectmg stocks which 
vary in income that a decrease in the 
dividends paid on some stocks may be com- 
pensated by increased dividends from others. 
How imperfect an investor’s system of book- 
keeping may be, but few neglect to take 
some note of the amount of annual income 
which they receive. Those, however, who 
take no record even of this important item, 
can supply the deficiency from various statis- 
tical publications, or they can appeal to some 
investment authority to furnish them with 
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the required information. The sum-total of 
dividends received^ should vary but Uttle 
from year to year, and, should this not prove 
to he the case, then the investor is in pos- 
session of incontestable evidence that the 
quality of the stocks which he holds has not 
been harmoniously adjusted. It matters not 
whether his Income tends to display a jumpi- 
ness or whether it tapers off in a decline ; 
for both these symptoms indicate a want of 
counterpoise in the investment position. 

The chief tests, then, of a sound investment 
position are as follows : — 

(1) Ability to realise some considerable 
portion of the invested Capital at 
any time without loss. 

(2) The maintenance of the total realis- 
able value of all the securities held 
at a fairly permanent level. 

(3) Regularity of Income, which is an 
indication that the various stocks 
held have been^properly selected. 

Further, it has been briefly explained how 
every investor can ap|)ly these three tests to 
his own investment position. Lastly, it has 
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been emphatically insisted upon that any 
investor, who finds tha"^ his own holdings 
fail to pass these three tests satisfactorily, 
stands in a position of considerable invest- 
ment danger, and that it is highly imprudent 
to attempt to disguise this danger behind 
such a plea as the unusually nervous con- 
dition of markets, &c. But lest it may be 
said that such a state of perfection as has 
been outlined above is unattainable in reality, 
practical proof will be given that a perfect 
investment position is within reach of every- 
one. 

A certain amount of suspicion must always 
attach to any expert who has to illustrate 
how safeguards against future disaster will 
work by a reference to past events. In such a 
case there is a natural disposition to wonder 
whether certain exceptional events are not 
being unfairly pressed into the service in 
order to prove that a merely accidental 
occurrence establishes a general rule. So 
general is this feeling that the jibe that figures 
can be made to prove anything has passed 
into a conversational commonplace. This 
being the general mental attitude towards 
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the statistician, the present wTiter, in order to 
avoid the slightest hint of suspicion, has 
selected as his illuftration a List of Invest- 
ments which appeared in print so long ago as 
October, 1904, as typical of an ideal invest- 
ment position. This Investment List was 
published in 1904 in a small pamphlet, en- 
titled How to Protect Capital, a handbook 
which enjoyed considerable popularity and 
passed through several editions. It is, there- 
fore, just possible that the reader may have a 
copy in his possession. In any case a copy 
can be inspected either at the British Museum 
or at the office of the publishers of this book. 
The table of stocks to which reference is here 
made faces page 40 of the pamphlet, and it is 
headed “ International Investment Scheme 
Yielding 4|- per cent.” The pamphlet itself 
is rendered additionally interesting by the 
fact that it was the first publication in which 
the Geographical Distribution of Capital was 
discussed from a practical 8tand{»oint. 

Chart I., which faces this pag^, presents 
in black print on its right-hand side an 
exact reproduction of the table of securi- 
ties as it was published in 1904, and the 
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additional figures in red ink show the annual 
average prices of the same securities brought 
up to the present date. In 1904 the science 
of the Geographical Distribution of Capital 
was not sufficiently advanced for the idea to 
have been perfected of illustrating its effects 
by displaying fines of price movement in 
chart form. This method of ocular demon- 
stration has now been added on the left-hand 
side of Chart I. In this connection it must 
be explained that since 1904 a large number 
of financial experts have been incessantly at 
work perfecting the practical application of 
the Geographical Distribution of Capital to 
the every day needs of investors. The result 
of these systematic researches has been to 
reveal some flaws in the selection of the 
stocks displayed in Chart I. For example, it 
is now recognised that in devoting double the 
quantity of Capital to investment in British 
stocks — ^namely, £992 to Great Western Rail- 
way Ordinary stock and £940 to Bass Mort- 
gage Debenture — too large a proportion of 
the total capital sum was staked upon the 
continued trading prosperity of one country. 
Next, the important financial division of 
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Central America was altogether omitted from 
this early Investment List. Again, Natal 
4^ per cent, is treated as an African security ; 
but, owing to the fact that this stock is entirely 
held in England, the investment demand 
which controls its fluctuations depends en- 
tirely upon the state of British trade. Conse- 
quently, Natal 4^ per cent, moves in perfect 
sympathy with the London market, and it is 
an African security in name alone. Further, 
the selection made in 1904 would now be 
condemned as faulty owing to the securities 
failing to harmonise with one another in 
quality and in their width of fluctuation. 
To-day it is more clearly appreciated that 
the Great Western Railway Ordinary and 
Direct United States Cable Ordinary cannot 
be correctly blended with Government Loans 
and with Railway and Industrial Debenture 
stocks. Yet in spite of these imperfections 
the general principle of the Geographical 
Dittribution of Capital is so sound that the 
Investment List, although it was capable of 
improvement in some details, adhered suffi- 
ciently closely to the broad principles of 
scientific investment to successfully with- 
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stand the test of time and the exceptional 
events which have marked the period which 
it covers. For, when surveying the stability 
exhibited by each year’s total of realisable 
value at the foot of the table, it is not unprofit- 
able to remember that the period under re- 
view witnessed the Spanish- American War, 
the South African War, the Russo-Japanese 
War, the French expedition to Morocco, the 
accession to political power of the Socialistic 
Labour Party in England, the Money Panic in 
the United States, a series of small banking 
and commercial failures in Germany, all of 
which events were punctuated by a succes- 
sion of world-stirring and panic-provoking 
speeches by the German Emperor. Briefly, 
the chart covers a period of untoward events, 
throughout which it displays remarkable 
stability and finally emerges scatheless from 
a series of peculiarly trying ordeals. 

This being the unbroken success which this 
investment position achieved, it will now bo 
of interest to examine how far it was capable 
of satisfying the throe investment tests formu- 
lated earlier in this chapter. 
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Test I. 

Ability to Rp:altse some Considerable 
Portion op the Invested Capital at 
ANY Time without Loss. 

The list depicted on Chai't I. can be tested 
on this point first of all by assuming that the 
stocks were purchased in 1890, and com- 
paring the values then ruling with the average 
values of subsequent years. Next, by assum- 
ing that the purchase was made in any sub- 
sequent year, and again comparing the values 
displayed in that year with the average 
values of the following years. 

As such a comparison would entail the 
making of 164 separate calculations, the cal- 
culations have been worked out for the reader, 
and the results thus obtained have been 
embodied in Chart II., which teaches several 
valuable lessons. In this chart the lines separa- 
ting different years are drawn vertically and 
the lines displaying the profits are made to 
run horizontally. As each stock might have 
been purchased in any of the eighteen years 
depicted, there is a separate line tracing the 
result of . each of these eighteen possible 
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purchases. These lines of purchase start at 
the bottom of the chart, and each one of 
them is intercepted annually by a ring ; in 
the centre of these rings are numbers which 
specify how many of the ten stocks were 
saleable without loss during that particular 
year. The position of each ring indicates 
the amount of profit which could have been 
realised if the number of stocks enclosed in 
the ring had been sold. Thus, for example, 
the purchase line for 1897 has its ring for 1902 
in the position of £450 profit, and the figure 
enclosed in the ring is 4, which indicates 
that the purchaser of these ten stocks for 
£10,153 in 1897 would have been able to 
realise roughly 4-lOths of his capital in 1902 
at £450 profit. 

It will be seen that there is not a single 
year during which a sufficient quantity of 
the capital was not realisable at a profit, no 
matter in which year the stocks had been 
bought. As might have been expected, owing 
to the fact that a Geographically Distributed 
Investment List requires a few years before 
it comes to maturity, the purchases made in 
1906 and 1907 display the least favourable 
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results. A cursory survey of Chart II. sujBBces 
to prove the truth of this : for, with the ex- 
ception of purchases made in 1894, 1895, and 
1896, the early tendency of all the profit lines 
is to slope upwards, but slightly from the 
horizontal during the first few years, and 
only in subsequent years wore large profits 
realisable. This was strikingly the case in 
1891, for the purchase made in that year 
showed but an insignificant profit during 
the first three years, yet in 1906, the fifteenth 
year after that purchase, there was a profit of 
£1,429 to be taken. This tendency of a pro- 
perly-balanced Investment List to gather way 
slowly is the rule, and the rapid accumulation 
of early profits displayed by the purchases 
made in 1894, 1895, and 1896, was excep- 
tional, and it was duo to the fact that, as has 
been already explained, this early Investment 
Scheme was too heavily represented in the 
British Geographical Division, containing as 
it did Bass Debentures, Great Western Rail- 
way Ordinary Stock, and Natal Government 
Loan, the movements of all of which securi- 
ties are controlled by the London market. 
So that, in spite of its admitted imperfections. 
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this Investment List is sho^vn by Chart II. to 
completely satisfy the first test of a sound 
investment position by enabling its owner 
to realise a substantial portion of his in- 
vested Capital at any time without loss. 
Additionally, the chart establishes the fact 
that a Geographically Distributed Investment 
List does not settle down into good going 
order until the combination has had time to 
mature. 


Test IT. 

The Maintenance op the Total Realisable 
Value op all the Securities held 
AT A PAiRiiY Permanent Level. 

It has already been explained that this 
test is made by valuing all the stocks hold at 
the annual average prices and comparing 
the amount of the capital originally invested 
with the total value thus obtained. By 
reference to Chart I. it is to be seen that the 
bottom line of figures gives these respective 
annual totals, from which it is clear that the 
original purchase price comj)ared most un- 
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favourably wiili tlie sul)scqiiout rcsuH' in the 
case of a purchase having been made in 1899 
for £J0,r)()4 and realised in 1904 for £10,042 - 
the result showing a loss of £522. To have 
lost such a sum would have, Ix^ni a sfa’ious 
matter ; but as a compulsory sale of the whole 
of an investor’s holding is a rare occurrence, 
and it has been asRum(Kl that he was com- 
pelled to realise under the worst possible con- 
ditions, there is no doubt that in actual fact 
he Avould have been able to obtain a better 
result. But it has already been made clear 
that the comparison of total annual values 
is rather a test by which the investor assures 
himself that he has achieved a proper dis- 
tribution of the risks of investment ; it 
cannot bo regarded as a record of transac- 
tions which it is conceivable could ever have 
taken place. Viewed from this standpoint, 
a depreciation not exceeding 10 per cent, is 
satisfactory enough, so that the List of In- 
vestments depicted on the Chart must be con- 
sidered to have fully satisfied the second 
test. 
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Test III. 

Regularity of Income, wiiicti ts an Indi- 
cation THAT THE VARIOUS STOCKS HELD 
HAVE BEEN PROPERLY SELECTED. 

As the investments displayed on Chart I. 
are all stocks producing fixed incomes with 
the exception of Great Western Railway 
Ordinary stock and Direct United States 
Cable Company’s Ordinary shares, the varia- 
tions of dividends exhibited by those two 
companies are the only points to consider. 
The dividends on these two stocks have 
varied, but the total annual dividends have 
remained unaffected, owing to the fact that 
these two stocks taken together only repre- 
sent two-tenths of the total Capital invested, 
and therefore their influence on the total 
aimual income was very limited. As was 
explained above, those two stocks of varying 
dividend do not harmonise with stocks pro- 
ducing fixed incomes ; and therefore, accord- 
ing to the latest developments of scientific 
investment, they would, not have been blended 
together. So that, although the Investment 
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List under consideration successfully passes 
Test III., yet it does not represent perfei tion 
in the matter of grouping stoclts together 
harmoniously. 

When summarising the results achieved by 
the Investment list we have examined, it 
must be conceded that the statement put 
forward at the ojicning of this article has 
been fully justified, namely : — That it is com- 
paratively easy to so construct an Invest- 
ment List that it will satisfactorily pass the 
three fundamental tests of a sotind invest- 
ment scheme. Having established this point, 
it follows that an investor has only himself to 
blame if he allows his own investment position 
to remain a source of future anxiety to him. 
It is scarcely necessary again to refer to the 
fact that the combination of investments by 
means of which this article has been illustrated 
was put together and appeared in print four 
years ago. 

The object of writing this article is not to 
advance an interesting theory or to call atten- 
tion to some striking charts ; its aim is to 
prove of practical use to investors. There are 
several contributoiy causes which are re- 
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sponsible for the existence of tens of thou- 
sands of people in Great Britain who are 
the proprietors of badly-balanced Invest- 
ment Lists. Chief amongst these causes is 
the fact that until a few years ago tlie Science 
of Investment was entirely undeveloped. 
There were a few detached investment theories 
in the air, but it has only been quite recently 
that the question has been studied with any 
practical result. Such progress has, however, 
now been made that it is possible to foretell 
with reasonable accuracy what future results 
a properly-constituted Investment List will 
produce. Another cause which is answer- 
able for a great deal of the apathy displayed 
by investors is the point that so many people 
in this country have inherited investments, 
and they feel a vague sentimental reluctance 
to disturb the capital which has thus passed 
into their possession. They should, how- 
ever, regard themselves as stewards of the 
nation’s accumulated wealth, and they should 
remember that in this ago of lightning progress 
the sound investment of to-day is the neg- 
lected and obsolete industry of to-morrow. 
Moreover, the fact must be faced that whereas 
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our forefathers lived a life of simplicity, 
which bordered occasionally upon parsimony, 
life at the present day tends each y( 5 ar to 
make greater demands upon the individual’s 
income ; with the result that incomes which 
were regarded as substantial some forty 
years ago are now considered to sonteiico 
their owners to lives of genteel i)ovcrty. 
Then again, before democratic legislation had 
begun seriously to attack accumulated wealth, 
both invested capital and the income which 
it earns required far less vigilant supervision 
than they do to-day. 

For confirmation of this fact it is not neces- 
sary to look further than the Investment 
contained in Chart L : for, barely a dozen 
years ago, securities like Great Western llail- 
way Ordinary stock and Bass 4^ per cent. 
Debentures were justly considered to repre- 
sent the acme of aU that was desirable in 
the shape of a safe investment. In 1896 the 
realisable value of these two stocks, taken 
together, represented in the chart the capital 
sum of £2,055 ; their present value the chart 
now shows to be only £1,589, so that they 
have depreciated by £460. In other words. 
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nearly a quarter of their value has disappeared. 
Such a loss is serious, but as the chart shows, 
a properly balanced Investment List can 
sustain as heavy a blow as tliis without its 
total realisable value being thereby imi^aired. 
But it must be remembered that a badly 
assorted Investment lAst, in which high-class 
British stocks predominated, woitld have 
suffered irretrievable damage, because a simi- 
larly staggering depreciation would have at- 
tacked all the other British securities wliich 
the list contained, and would have perma- 
nently diminished the owner’s capital re- 
sources. In short, times have altered ; in- 
vestment values are altering, materially and 
permanently ; it therefore behoves the hither- 
to careless investor seriously to reconsider 
his investment position by the light of the 
three investment tests, which now are placed 
before him. 

There are other causes which are instru- 
mental in encouraging investors to hold badly- 
assorted Investment Lists. It is quite a 
recent discovery that investment safety de- 
pends upon all the stocks in the same Invest- 
ment List being considered conjointly as 
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mutually supporting one another. Formerly 
it was the invariable practice when investing 
fresh capital to do so without systematically 
considering the class and character of the 
stocks which the investor already held, so 
that temporarily popular stocks of all sorts 
and descriptions were heaped together, new 
issues were applied for and taken up on the 
strength of glowing prospectus promises, and 
in this thoughtless fashion a curious medley 
of investments was accumulated which never 
gave their owner the slightest chance of 
arriving at investment success. Tested sep- 
arately, each stock might have been quite 
sound, yet the total result of the ill-assorted 
mixture was most unsatisfactory. After all, 
it is only the total result which counts in 
investment as well as in most other mat- 
ters. 

In many cases family sohcitors, bankers, 
and brokers are consulted in reference to 
investments, and it is quite proper that these 
reliable sources of information should be 
consulted. But if such a consultation is to 
be of any value to an investor nowadays, it is 
essential that he first satisfies himself that 
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the authority whom he consults is not of the 
ultra-Conservative type which refuses to en- 
tertain modem ideas. At the present moment 
there are many bankers and solicitors who 
refuse to avail themselves of telephones or 
tj^jewritcrs, or to ex])cdito their office work 
by employing shorthand writers, and many 
others to use electric light. Indeed, if rumour 
is correct, the news that all these things have 
been invented has not yet penetrated into 
the Bank of England. Kespeet for ancient 
customs is all very well, and doubtless, in 
some measure, this feeling is the backbone 
of British stability. But there is a limit to 
everything, and who would have a bad tooth 
taken out without gas or chloroform simply 
because these are comparatively modern 
inventions, or who would travel in an old- 
fashioned horse-drawn tramcar because his 
father did so before him ? 

Investors should certainly consult a careful 
business-man if they do not trust their own 
judgment ; but they should make sure that 
the authority so consulted is abrejist of the 
times, and does not advise them in accord- 
ance with the leech and cupping glass methods 
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of a previous century. The value of an article 
of this kind is to inform investors how they 
can test the advice which they receive so that 
they may know beforehand what to expect 
in future. 

There are two other very potent causes 
which prevent many investors from putting 
themselves into a sound investment position 
— ^these are false pride and indifference. There 
is a generally prevalent feeling that to dis- 
close an unsatisfactory investment position 
is somewhat like taking the family skeleton 
out of its cupboard. The point is overlooked 
that if a really competent man is consulted, 
he is no more surprised at any investment 
eccentricity than a watchmaker is startled 
at having a damaged watch handed to him 
to repair. To both these men such events 
are daily, if not hourly, occurrences, and the 
mere abstract question of whether an owner 
was wise to attempt to stimulate a jaded 
watch by prodding its works with a pin never 
presents itself to them. Their occupation 
would be gone if all men were experts in 
watches or investments, so that they are the 
last men in the world to sneer at the efforts 
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of inexperience. Besides this, financial ignor- 
ance need never be long lived, for after a few 
really sound lessons in the science of invest- 
ment the most ignorant becomes an expert 
investor, if only the main principles are 
lucidly explained to him. 

The careless investor is a perpetual menace 
to his own best interests. Neglect of ordinary 
financial precaution is certain to be followed 
by a day of reckoning, when the hitherto 
light-hearted trifler may have to forego many 
of the pleasures which he formerly enjoyed. 
For there is one absolutely indisputable fact 
which recent investigation into the science 
of investment has conclusively proved, namely, 
that a badly-assorted List of Investments 
can never right itself. The only remedy is a 
drastic reconstruction, and the longer that 
reconstruction is delayed the worse the ulti- 
mate disaster is likely to be. It is no tempor- 
ary cause which is making Lists of Invest- 
ments which formerly produced good results 
now produce bad results. Life’s conditions 
have altered, social questions wear a different 
aspect, and international trade is assuming 
fresh developments. As time goes on the 
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chasm which separates the present age from 
the past will tend to go wider, so that delay in 
setting an investor’s house in order will only 
tend to increase the cost of the inevitable 
operation. 

The methods advocated in this article, if 
properly applied, will enable every investor 
to clearly grasp the weak points of his own 
investment position. The three tests to which 
reference has been made are easily carried 
out, and the results obtained thereby are 
infaUibly true. No investor can afford to 
remain in a position where it is impossible to 
sell a substantial portion of his investments 
without incurring loss. To hold a combina- 
tion of investments which varies greatly in its 
total realisable value is to court disaster, 
whilst to forego a safe and stable income is 
needlessly to adopt an uncomfortable con- 
dition of life. It has been proved that there 
is no necessity to tolerate any of these finan- 
cial discomforts. There is no Investment 
List so badly constructed that it cannot 
gradually be brought into scientific shape. 
Therefore, whenever an existing investment 
scheme fails to satisfy the three tests described 
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above, the task of building up a sound 
investment position should be taken in hand 
at once and order should be evolved from 
chaos. 



How to Select Investments 

The varieties of stocks are greater than the 
varieties of investors. There is, therefore, 
no small risk that the individual investor, 
embarrassed by the wealth of choice which 
lies before him, may ultimately select securi- 
ties which are in many respects unsuited to 
his investment aims. It may seem strange 
to any one whose investigations into invest- 
ment questions have not gone very far that 
it should be said that any varieties of in- 
vestors exist, or that the investment aims 
of all of them are not simply confined to 
striving for the maximum of income obtain- 
able with the minimum of risk. 

But in connection with the aims of in- 
vestors and aimless investment it is, indeed, 
a curious fact that many people habitually 
invest money over a period of years without 
ever attempting even to formulate in their 
own minds a definite investment programme. 
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If the great majority of investors, whose 
investment experience stretches over no 
longer a period than ten years, were to 
arrange their lists of stocks in the order of 
the dates in which their different securities 
were respectively acquired, they would find 
that not only had they started on their 
careers as investors without having decided 
upon any settled plan of investment, but 
they would also notice as they scanned the 
names of their securities, when arranged in 
chronological order, that even in the com- 
paratively short space of ten years they 
had on several occasions unconsciously re- 
modelled and revised the vague predilections 
that they had previously entertained for 
various types of Stock Exchange securities. 

For the original basis of most Investment 
Lists will be found to be a prepossession on 
the part of the owner for some particular 
form of security. This mental bias in favour 
of one particular type of stock may have 
been the result of advice from a parent or 
guardian, or it may be traceable to some 
half-remembered financial article, the con- 
tents of which the reader had so completely 
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absorbed in the past that its teachings had 
re-appeared to him in the guise of his own 
original thought. On the subject of invest- 
ment the mind is singularly impressionable, 
and a fact or theory, when once impressed 
on the investor’s mind, frequently hngers 
there long after its originating cause has 
been clean forgotten. 

Prejudices against some kinds of securities 
and prepossessions in favour of others may 
in truth be said to form the working outfit 
with which the average investor pieces to- 
gether an Investment List over a period of 
years. The most curious feature of the mis- 
cellaneous collection of securities which results 
from this lack of a coherent investment plan 
is usually to be found in the fact that, as 
the investor turns in cold neglect from some 
hitherto highly prized financial idol and 
proceeds to prostrate himself before another 
new object of financial adoration, he is seldom 
sufficiently whole-hearted in his worship of 
his newly found perfection to rid himself 
of the accumulation of past secmrities which 
he amassed when he was under the influence 
of a widely different train of financial thought. 
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Another great objection to Investment 
Lists which are thus aimlessly strung together 
is that, although the capital-sum involved 
may be said to a certain extent to be dis- 
tributed, yet it is distributed without method ; 
and for this reason the distribution of capital 
must altogether fail to achieve its purpose. 
For the object aimed at in distributing 
capital amongst a number of different stocks 
is that the fluctuations of one stock may be 
counterbalanced by the fluctuations of an- 
other. This object can, however, only be 
attained when the stocks purchased are iden- 
tical both in quality and in quantity. For 
iinless the securities held are similar in 
quality, that is to say unless they are subject 
to fluctuations of corresponding width, and un- 
less they each represent an identical amount 
of capital, it is obvious that the movements 
of one cannot counterbalance the movements 
of another. 

It is, then, easily to be seen that the selection 
of stocks of the right type is in itself a matter 
of importance, and in order that the stocks, 
when selected, shall accomplish the personal 
investment aims of the individual investor, 
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it is of primary importance that the inv^estor 
shall first of all definitely decide what are 
the objects which he wishes his Investment 
List to accomplish. 

Broadly described, investors may be said 
to consist of three classes : the first of which 
comprises those who wish to be as free as 
possible from all the anxieties of investment, 
and who are prepared to content themselves 
with a small but safe and stable income ; the 
second class of investors may be said to 
embrace those who at some personal trouble 
are anxious to improve their investment 
position ; whilst the third class of investors 
are merely desirous of obtaining the maxi- 
mum of interest which their capital can earn 
with safety, and they are prepared to abandon 
the idea of adding to their capital resources 
in the future. 

It will, of course, be self-evident that in 
each of these three main sub-divisions there 
will be investors who are tinged with the 
inclinations of the other two sub-divisions. 
It will be observed, moreover, that I have 
classed together in the second sub-division 
both those investors who desire an increase 
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of income and those investors who are anxious 
to improve the reahsable value of their 
capital. Both these types of investors I 
have placed in the category of those who are 
anxious to improve their investment position. 

My reason for doing this has been that 
my lengthy study of investment questions 
has convinced me that the only sound method 
of attaining an improved income from a given 
capital sum is steadily to build up the realis- 
able value of the principal invested, and it 
will then be found that the interest accruing 
therefrom will tend naturally and automatic- 
ally to inrease. This is the only sound 
method of attaining an improved income. 
Therefore, as an improved income is only to 
be arrived at by sedulous care and cultivation 
of capital, the fact needs no demonstration 
that the improvement of income and the 
improvement of capital are practically one 
and the same thing. For one entails the 
other and both are arrived at by the self- 
same process. 

Before I quit the question of investment 
aims, I may just mention that the fortunately 
rare type of investor, who is anxious to ob- 
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tain the maximum of income combined with 
a substantial increase in liis capital’s value, 
is striving after the impossible. What usually 
befalls investors of this sort is that in attempt- 
ing too much they accomplish nothing. 
As a rule, they simply fall between two 
stools, and obtain neither satisfactory income, 
nor does their capital display any power of 
expansion when revalued over a fair invest- 
ment period. I may also take the opportunity 
of alluding to the position of trustees whose 
investments are limited to Trustee Stocks 
authorised by Act of Parliament. Such 
investors are limited in their selection to a 
comparatively small group of stocks which 
comprises a number of securities practically 
identical in character. The point which the 
movements of Trustee Stocks during the last 
decade should impress upon the general body 
of investors, is that it is impossible to guard 
against capital-loss by merely formulating 
certain fixed principles which ought, speaking 
in the pure theory of investment as under- 
stood by the legal advisers of the Crown, to 
determine absolutely the safety of an invest- 
ment. 
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It was the benevolent intention of the 
Trustee Acts to divert Trust Funds into 
such channels as precluded the possibility 
of any future depreciation of the capital in- 
vested ; in spite of this, however. Trustee 
Stocks have fallen in value more severely 
than other securities of which the intrinsic 
merits are undoubtedly inferior. This fact 
proves that any effort to name a stock or a 
group of stocks which at all times and under 
all conditions is to be regarded as a desirable 
purchase is to court disaster. No such 
automatic selection of investments ever could 
be made as would stand good for all time and 
at all times. The nearest approach which 
can he made to an investment which requires 
the minimum of attention on the part of the 
holder owing to the regularity of its dividend 
payments and the stability of its capital, 
is to be found only amongst commercial 
debentures of well-matured companies en- 
gaged in non-speculative business. We shall 
discuss this type of investment later on. In 
the meantime it is instructive to note that 
the one class of investment, which on the 
score of its immunity from violent fluctuation 



HOW TO SELECT INVESTMENTS 


61 


is the most suited to the requirements of 
trustees, should happen to be excluded 
from that list of investments which Acts of 
Parliament have sanctified to the use of 
trustees. 

Having, then, definitely made up his mind 
as to what are his own investment require- 
ments, the investor should next pass in 
review the various classes of existing securities, 
and he should select from them such stocks 
as are most likely to fulfil the objects he is 
aiming at. In order to facilitate the work of 
selection I will now discuss in brief detail the 
various types of security which lie before an 
investor. 

The first broad distinction which sharply 
divides investments into two main classes is 
to be found in the fact that the act of purchase 
of some stocks puts their holder in the position 
of a money-lender, who has advanced money 
to a state or a public company ; whilst the 
purchase of other stocks constitutes him a part- 
ner in the concern whose shares he has pur- 
chased. For example, any one who purchases 
a portion of a Loan or of a Debenture, or a 
Bond Issue, thereby assumes the position 
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of a lender of money to the State, Municipality, 
or Public Company, which has isued stock 
of the above description. On the other 
hand, the purchaser of a share of every sort 
and description thereby becomes a partner 
in the concern in which he interests himself. 
These being the two main positions which an 
investor can take up, let mo proceed to analyse 
the results likely to be obtained from each 
of them. 

In the first place, any one who lends money, 
that is to say, who takes up a Government or 
another Loan or Debenture can only partici- 
pate in a very indirect way in the prosperity 
of lus borrower. Therefore, the main point 
with which he has to concern himself, is the 
security upon wliich his money is lent : for it is 
this security alone upon which he has to fall 
back in case the borrower should make 
default in his obligations. In the case of a 
State, Provincial or Municipal Loan it is 
difficult to ascertain what sort of solidity 
there is. But, even if tlxis were not the case, 
it would not very materially assist the investor 
in his selection ; because loans of this kind 
are more influenced in their value by pohtical 
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and other public events than by the security 
afforded by the borrower. 

There rjscently appeared in the columns of 
the Daily Telegraph a long and interesting 
correspondence on the question of the price 
of Consols. Here we have a Loan whose 
security is absolute and undoubted, and yet 
it is selling at a very considerable discount. It 
will be seen, then, that a purchaser of Consols, 
who a few years ago paid over par for his 
stock, would have found no restraining warn- 
ing in the security which lay behind his selec- 
tion. In spite, however, of the solid nature 
of his security, he would have stUl sustained 
a very serious depreciation of his invested 
capital. What is true of Consols is equally 
true of every class of Public Loan which 
stands in the fuU daylight of public attention, 
so that it follows that no prudent investor 
who was anxious as to the stability of his 
Capital’s realisable value woiJd invest in 
public securities which are largely swayed 
in their market movements by events which 
cannot be foreseen and lie altogether outside 
the intrinsic value of the security itself. 

Next, we come to Debentures issued by 
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Public Companies. Here the position is 
different. The security behind the Debenture 
issue is readily ascertainable from the balance- 
sheet, and the question of the safety of both 
capital and income is more or less a determin- 
able item. Besides this it will be found that 
there are a great many Debentures in public 
companies which only fed the influence of 
political events to a very small extent. Here, 
therefore, wo have a group of stocks which 
is peculiarly suitable for investment in all cases 
where great stability of realisable value is the 
desideratum. The marked stability of many 
Debentiue issues may, however, provoke the 
inquiry — ^What about British Railway Deben- 
ture Stocks, which have depreciated so very 
seriously of recent years ? This raises the 
question of a stock’s marketability and all 
that is entailed thereby. The first necessity 
in the case of a readily marketable stock is 
that there should be a regular supply of float- 
ing stock in the hands of dealers and others ; 
on the other hand, in order to arrive at great 
stability of realisable value it is essential 
that the whole of the stock, whose merits are 
being analysed, should be firmly held by 
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actual investors, and that there should be 
practically no floating supply of stock. Be- 
cause the average investor is only too prone to 
overlook the fact tJiat it is the comparatively 
small quantity of floating stock in freely nego- 
tiable investments which causes the wide 
fluctuations to which they arc subject. For 
instance, a dealer, who linds himself at the 
conclusion of a day’s business with ten thou- 
sand pounds Avorth of unsaleable stock on 
his hands in a security which is considered to 
be freely negotiable, would in the ordinary 
course of business bo persistent in his struggles 
to sell the stock and “ to get his book even.” 
Consequently, after nursing it overnight, he 
would ofl'er his holding at the next day’s 
opening of the market, and ho would so per- 
sistently wony the market with liis £10,000 
stock that, in nervous times, he would fre- 
quently produce a fall of a couple of points 
or so before he achieved his end and completed 
the sale of the parcel of stock which he had 
acquired in the ordinary turnover of business 
but had no desire to retain. 

Some idea of the risk attaching to “ negoti- 
able ” stocks may be gathered from such-like 

F 
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incidents. Translated into actual figures it 
would mean, say, in the case of London and 
North-Western Ordinary, that £84,000 floating 
stock pressed for the sale would produce a de- 
preciation of 2 per cent, on a capital issue 
of some £42,000,000. In other words, when 
the market in North-Western “ dries up,” 
as it has done on several recent occasions, the 
sale of £10,000 is capable of wiping £840,000 
off the realisable value of the whole Ordinary 
issue. For that is what the damage done by 
a 2 per cent, fall amounts to in the case of 
an issue of £42,000,000. 

Another disadvantage under which stocks 
lie which are accounted “ readily negotiable,” 
is the existence of a large number of profes- 
sional and semi-professional Stock Exchange 
operators who habitually study the probabili- 
ties of price-movements in securities of this 
type. Their object is to “ scalp profits ” off 
a moving market ; it is a sine qua non for such 
operations that there shall be facilities for 
buying and selling large quantities of such 
stocks as they select. For this reason stocks 
which are weU held, and consequently axe 
not so freely to be dealt in, are protected from 
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the attentions of “ scalpers,” whilst fashionable 
stocks, owing to their greater market-freedom, 
readily lend themselves as playthings to 
these gentry. The natural result of these 
anticipatory operations is that the quotation 
of marketable securities oscillate with a vio- 
lence whieh is mueh akin to the fluctuations in 
Government stocks. Although at the self- 
same time quite as important, but less readily 
dealt in, securities follow the general trend 
of markets to only a very small extent. In 
illustration of this let us consider the price- 
movements of tliree well-known and readily 
negotiable stocks, namely : — 

(1) London, Brighton and South Coast 

Railway Ordinary sold at 197 in 
1896, and fell as low as 121 in 

1903. 

(2) North British Railway Preference 
Stock sold at 156 in 1896, and 
declined to 117 in 1906. 

(3) North-Eastern Railway 3 per cent. 

Debentures changed hands at 118^ 
in 1898, and were selling at 92 in 

1904. 

Let us now compare these wide fluctuations 
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with the comparatively infinitesimal move- 
ments of less well-known stocks, whoso very 
lack of niiLversal popularity enables them to 
escape the attentions of the speculator. For 
the purpose of comparison T will first select the 
singularly striking example of the Kimberley 
Waterworks 6 per cent. Debentures. The 
price record of this stock during 1896 was — 
Highest, 108 ; Lowest, 99L Between 1896 
and the present date there has occurred the 
South African War, which entailed a lengthy 
siege of the town of Kimberley. Although 
one woidd, therefore, have imagined that 
the Kimberley Waterwoi-ks Debentures in 
particular, and all South African stocks in 
general, would have been adversely aft’ected 
by this long-drawn-out event, yet it is re- 
markable that, during the whole period from 
1896 until to-day, the lowest recorded price 
of this Debenture has been 97, and that this 
moderate fall was quite temporary, the stock 
rallying promptly to par and over, and stand- 
ing at 108 again at the present time. Here is 
the most impressive object-lesson of a stock, 
which has suffered from the depreciation in- 
evitable in time of war, which is dealt in in 
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London, and lias passed through a j)eriod 
when stocks in the British Market have depre- 
ciated enormously in price, and yet this stock 
has held its own through this trying period. 
This, it will be observed, is the price-record 
of a stock which is by no means a free market 
at any time, and in times of great depression 
it can only be dealt in by means of careful 
negotiation. 

Another stock which would be contemp- 
tuously referred to as an “ out-of-the-way 
investment ” in Throgmorton Rti’cet, is the 5 
per cent. Debenture of the Land and Mortgage 
Comp.any of Egypt. In 189G this stock’s 
Highest Recorded Price was 103J-, and its 
Lowest was 100. During the ten years which 
have clapsetl since, the Lowest Record has 
been 09, atid the Highest 104. In other 
words, this stock's extreme width of fluctuation 
has been 4|- per cent, during ten years, which 
have embraced a period of acute depression. 
Wo may assort, then, that for all practical 
purposes these two trading debentures, the 
Kimberley Waterworks 6 ])er cent, and the 
Land and Mortgage Company of Egypt 5 per 
cent, have exhibited no fluctuation. 
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In the case of Preference and Ordinary 
Shares it would, of course, be more difficult 
to find such conspicuous examples of stability 
of realisable value. Because in Stock Ex- 
change issues of such type the question of 
dividend-earning power becomes an active 
factor in determining value ; yet, if we take 
a case like the North British and Mercantile 
Insurance Company, we find the price-record 
of 1906 to be : — Highest 42f , Lowest 36^ ; 
whilst the extreme difference in the ten years 
which followed was 45 Highest and 35 Lowest. 
We see, then, that there was but a trifling 
difference between one year’s width of fluctu- 
ation and ten years’ width of fluctuation in this 
stock, whilst the present price is practically 
the same as the highest recorded in 1896. 
Yet from Throgmorton Street’s point of 
view the North British and Mercantile In- 
surance Company’s shares could only be de- 
scribed as an “ out-of-the-way security.” So 
that it really comes to this, that Stocks which 
do not appreciably alter in value are only to 
befound amongst " out-of-the-way securities,” 
and the exceedingly liquid and frequently 
dealt in Stocks do not afford that stability of 
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value which is such a source of strength to 
the investor. 

As opposed to this argument as to the un- 
desirability of holding stocks which are too 
susceptible to every passing influence, it may 
possibly be urged that the objection to “ out- 
of-the-way securities ” is that it might very 
well happen that a stock of this description 
might not bo realisable at the moment when 
realisation was requisite. Such might be the 
case when questionable investments were con- 
cerned, or in some isolated instance ; but 
in all my five and twenty years of financial 
experience I have never known a case in which 
a really good investment could not be disposed 
of on very fair terms within a week. 

In fact, it is beyond dispute that the capital 
invested in what are termed “ out-of-the-way 
securities ” is fully as large as the capital 
invested in so-called marketable securities, 
for officially quoted stocks are commonly as- 
serted to be marketable in spite of the fact that 
these so-called marketable stocks are fre- 
quently more difficult to deal in than securities 
which enjoy no sort of official quotation. If 
any reader entertains a doubt as to the ratio 
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which xinquoted stocks boar to quoted stocks, 
let him turn to page VI. of the Preface to 
Skinner’s Sloch Exc1mn.ge Year Book, xvhere 
he will find it stated that in April, 1906, 
the number of conqianies actually existing 
amounted to 40,995, and the total of their 
paid-up capital was £2,003,392,001. Allow- 
ing that these 40,995 companies have issued 
only the low average of two types of stock 
apiece, we arrive at 81,990 as the number 
of stocks in existence; whilst the number 
of officially quoted Stocks, we'know, does not 
amount to more than a few thousands. 

To sum up, therefore, our itivestigations 
into the nature of stocks of the first category, 
which comprise Loans and Debenture Bonds, 
we find that our conclusions are that the 
unmarketable stocks in this category are 
suitable for safe and sound investment, 
where any one is desirous that the realisable 
value of his capital shall remain stationary ; 
whilst the marketable stocks in this category 
are suitable investments for those who have 
no objection to seeing wide fluctuations in 
the realisable values of their capitals respec- 
tively invested. 
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Before quitting the subject of Loans and 
Debentures I should like to refer to the 
subject of depreciated stocks of these types, 
viz., those which are selling at a considerable 
discount. Those can hardly be said to be- 
long to the category of Ijoans and Debentures 
as it is clccav from their quotations that sub- 
stantial doubt exists as to the security which 
stands behind them. 

Such depreciated Debentures should rather 
be regarded as Preference Shares; for, although 
they were originally issued as Debentures 
the possibility of their again being quoted 
at their par value doj)ends entirely upon 
the amount of future success which their 
company may achieve. The secairity upon 
which they Avere originally secured having 
depreciated, they tend to fluctuate with the 
temporary successes and reverses of their 
company, precisely as do the share-issues 
of other concerns. 

The second main class of investments which 
we have to consider are those which constitute 
their holder a partner in the company in AAdiich 
he takes an interest. Such investments are 
companies’ shares, and these naturally group 
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themselves into those which are entitled to 
a fixed rate of interest, and are termed Pre- 
ference or Guaranteed Shares, and those which 
vary in their income and are usually spoken of 
as Ordinary Shares. There has been a great 
deal more money lost than made on Prefer- 
ence and Guaranteed Shares, because the 
position of the holder of them is such that he 
cannot demand the return of his subscribed 
capital when his interest payments fall into 
arrears as the holder of a Debenture can do. 
This is his fate in an unsuccessful company ; 
whilst he participates to but a small and an 
indirect extent in a highly successful concern, 
for the reason that, no matter what prosperity 
may surround his company, his income is 
still limited to the fixed rate of interest agreed 
upon at the outset. 

It will readily be seen that under no circum- 
stances is it wise to pay a large premium for 
Preference Shares. On the other hand great 
care should be exercised in their selection, and 
the investor should satisfy himself that the 
company’s earnings so far exceed the sum 
necessary to provide the interest on the Pre- 
ference Shares that there is no probability 
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of the Preference dividend-distribution ever 
being imperilled. Preference Shares, thus 
amply secured, are very near akin to Perpetual 
Debentures, and may be regarded as safe in- 
come-producers. The mere fact that a Pre- 
ference Share stands at a heavy discount, 
although it usually points to the income not 
being quite safe, is by no means an absolute 
indication that such is the case. For instance, 
the 4-| per cent.[Cximulative Second Preference 
Shares of Ohlsson’s Cape Brewery, which were 
issued at £5 each, are to-day quoted about 
4. Yet, in spite of this heavy depreciation, the 
income on these shares is amply secured by 
the fact that the brewery has paid regular 
dividends on £.300,000 Ordinary Stock, which 
rank behind the Second Preference Shares, 
and that the distribution on the Ordinary, 
which was at the rate of 12 per cent, in 1894-5, 
has been steadily progressive until it reached 
the almost unprecedented dividends of 52 per 
cent, for 1902-3, and 40 per cent for 1903-4 
and 1904-5. The purchase of depreciated 
Preference Shares should commend itself 
to those investors who are not averse from 
risking a possible variation in their incomes 
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in their effort to secure stocks on which 
there is a strong probability of an ultimate 
enhancement in realisable value. 

The second type of shares comprises Ordi- 
nary and Deferred Shares. Now, there are 
many companies whose business is so devoid 
of fluctuation that their distributions to their 
Ordinary shareholders hardly ever vary. 
For example, the India Rubber and Gutta 
Percha Company has paid 10 per cent, on 
its Ordinary Shares for more than a decade, 
and Boots Cash Chemists paid 10 per cent, 
on its Ordinary for five years up to 1898, and 
for the seven subsequent years its Ordinary 
Dividend has been at the uniform rate of 
12 per cent. So that both in Capital Value 
and in Income earned it is possible to find 
Ordinary Shares which show little deviation. 
Whether, however, either a Preference or an 
Ordinary Share is really sound is only to be 
ascertained by a close study of the company’s 
balance-sheet, and, even then, the result ar- 
rived at is not always to be relied upon. Let 
us take, for example, the unfortunate case 
of the British Electric Traction Company. 
Here was a company which almost from its 
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inception had paid steady dividends of 6 per 
cent, and upwards on its Ordinary Shares 
until 1905. Up to that date the balance- 
sheet showed that the Preference Shares could 
only be regarded as safe from every point of 
view. Then suddenly, in 1905, the attitude 
of municipalities in the matter of tramway 
concessions completely altered. Remunera- 
tive contracts were no longer obtainable by 
the British Electric Traction Company, with 
the result .that the payment of the Ordinary 
dividend ceased, and even the Preference 
dividend is by no means so safe as it might 
be. I quote this case simply as an example 
showing that the nature of an undertaking 
should be carefully considered when buying 
Preference and Ordinary Shares. Indeed, 
the rule which a cautious investor should make 
is not to interest himself in any type of 
share xmless he is satisfied that the under- 
taking is uninfluenced by the whims of fashion 
and that its business is not of a character 
which might suddenly expose it to the attack 
of a powerful competitor. 

To sum up, prudent investors, who are 
anxious to avoid any startling fluctuations in 
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the realisable value of their invested capital, 
should confine their investments to such 
securities as arc as far removed as possible 
from the wild whirl of market influence. More 
speculatively inclined investors should in- 
vest their money in depreciated Debentures, 
which can be bought at a discount, and in 
Preference Shares which stand in the same 
friendless position. But to the speculator 
should be loft Ordinary Shares and those 
stocks which command wide market atten- 
tion. 

The next important point in the .selection 
of investments is that all the stocks which 
an investor holds should be of a uniform 
character, that is to say, that their average 
widths of fluctuation should be as nearly as 
possible identical. Stock Exchange history 
conclusively proves that no matter how sound 
and solid an individual investment may bo, 
no absolute reliance can be placed on its 
future price-movements. This being the case, 
the only way in which capital safety is to be 
achieved is by the adoption of a proper system 
of averages — ^that is to say, by such a system 
as will ensure that the depredation of one 
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group of stock shall be counterbalanced by 
the appreciation of another group. 

In this conjunction it will be patent to 
anyone that, if the system of the movement 
of one stock being counterbalanced by the 
movement of another is to work smoothly, it 
is primarily essential that the range of fall 
and the range of rise must be identical 
throughout the whole of the individual stocks 
which are comprised in an Investment List. 
On the other hand, whenever the combined 
movement of the stocks comprising an Invest- 
ment List exhibits a largo excess either of 
profits or losses, it is a clear indication that 
the List is improperly balanced, and an im- 
properly balanced Investment List can only 
be regarded as an unstable speculation, in- 
stead of a stable investment scheme such as it 
should be the prudent investor’s aim to com- 
pile. 

It will, of course, be easily seen that not only 
is it requisite that the individual stocks com- 
prised in an Investment List should be of 
identical width of movement, but also that the 
amounts of capital respectively invested in 
them should be identical. Otherwise the 
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investor would again find that the downward 
movement of a stock representing, say, £1,000 
would be inadequately counterbalanced by 
an upward movement m another stock re- 
presenting £500. The steady-going Investor 
will naturally endeavour, so far as possible, 
to lift his Investment List clear of the menace 
of violent fluctuations. Yet it must be re- 
membered that, however sound an investment 
may be, and however small may be the 
attention which it receives from the bulls and 
bears in the speculative arena, it is inevitably 
subject to the one great price-controlling 
influence, namely, the course of trade iji the 
country in which it happens to bo chiefly 
dealt in. The influence of trade upon Stock 
Exchange fluctuations I have dealt with ex- 
haustively in a book 1 published some time 
ago entitled Investment an Exac.t Science ; 
wherein I advocate a system which I have 
called Geographical Distribution, whereby the 
effect of the various trade influences of the 
world ai’e minimised by equally dividing the 
capital sum to be invested over the various 
portions of the earth’s surface. It would bo 
beyond the limits of this article to explain 
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this interesting subject at greater length here ; 
I must therefore refer the reader to the 
volume which treats of it fuUy. 

Only too frequently shrewd investors say 
to themselves ; “I will invest some part of 
my capital in absolutely sound stocks, such 
as Consols and other trustee stocks, and 1 will 
supplement the small income obtainable 
from these high-class securities by investing 
the balance of my capital in more speculative 
stocks, such as the Preference and Ordinary 
shares of industrial companies.” Such a 
system as this may be described as “ mixing,” 
but by no stretch of imagination can it 
be termed averaging. A study of price- 
movements will convince even a 8uj)erficial 
observer that there can bo no methodical 
counterpoise in an investment list which 
is compiled on so deplorable a basis as 
this. 

The above explanation of the forces which 
are the mainsprings of fluctuation will, 1 trust, 
have shown the various types of investors in 
which quarters they should search for stocks 
which will suit their own investment require- 
ments. The trustee investor is, of course, oom- 

a 
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pelled to confine himself to stocks sanctioned 
by the Trustee Acts ; whilst the extremely 
cautious investor, who feels the responsibihty 
of his position perhaps fully as keenly as the 
trustee, should turn his attention to such 
first-class Debentures and loans as afford no 
scope for the operation of speculative and 
semi-speculative manipulators ; again, the in- 
vestor who is prepared to accept some small 
risk of adverse fluctuations in the course of his 
investment operations, which are based on the 
steady building-up of his capital account, 
should devote his attention to Preference 
shares, selecting for his purchase such stocks 
as are temporarily neglected and afford in 
consequence a high rate of interest ; lastly, 
the investor who is of a speculative turn of 
mind will find that his most hopeful oppor- 
tunities are to be found amongst depreciated 
Debentures and Preference shares standing 
at a discount, and he might mix with these 
some fair Ordinary stocks which seem likely 
to improve in value. 

It must always be understood that in selec- 
ting an investment the balance-sheets and 
the highest and lowest records of price-move- 
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ment in previous years should be considered. 
Those investors, who make the safety of their 
invested capital their chief object, should only 
select those stocks which have a narrow width 
of fluctuation ; whilst, on the other hand, 
investors who seek to build up their capital 
accounts by purchasing stocks of fairly wide 
fluctuation should buy such preference stocks 
as display a tendency to move freely. 

TJie published balance-sJieets of the various 
companies should form the basis on which 
the values of all stocks are calculated, and 
investors should satisfy themselves on the 
following points before they consider any 
security to be worth purchasing : — 

(1) How much Capital is there behind 
a particular stock whereby capital 
safety is secured ? 

(2) How much annual income is there 
earned beyond the interest on the 
stock, the purchase of which is 
contemplated ? 

(3) How does the Stock contemplated 
compare with other stocks in the 
same category, and what is the Com- 
pany’s financial position generally ? 
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It will be found that the answers to these 
three questions are to be found in the 
Statistical Record, and in the Digests of 
Companies’ Reports, which are published each 
month at the end of the FinaTicial Review 
of Reviews. 

With the aid of the information there con- 
tained the investor, blessed with no great skill 
as an accountant, can satisfy himself of the 
eligibility of any investment ho selects. If, 
for instance, he learns that there is double the 
amount of capital behind his stock as there 
is ranking in front of it or on the same terras 
with it, and that the Company’s earnings 
exceed, say, threefold the amount of revenue 
requisite to pay the annual interest on his 
selection, and further that the (^loTupany’s 
liquid assets exceed current liabilities by a sub- 
stantial sum, he will have no difficulty in decid- 
ing that he is dealing with a safe investment, 
although he may not have received the train- 
ing of a professional accountant. The Finan- 
cial Review of Reviews aims at so focussing 
its readers’ attention upon the main essen- 
tials of investment-safety that they may, 
with the least trouble to themselves, ar 
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rive at a right judgment on all financial 
questions. 

Having once arrangedhis investment scheme 
in accordance with the above suggestions, 
the investor must bear in mind that later on, 
when he is either investing further capital or 
realising a part of his holding, he is altering 
one detail of tlie many details which go to 
make up the unity of a perfect Investment 
List. He must on such occasions, therefore, 
reconsider the symmetry of his reconstructed 
investment scheme, and satisfy himself that 
in its new form his Investment List will be 
capable of fulfilling his investment require- 
ments. 

The whole of the above system of invest- 
ment is based not only upon a lifelong ex- 
perience of Stock Exchange matters, but also 
upon the actual results which I have observed 
to have regularly followed upon various 
schemes of investment. The practical lesson 
which I would seek to impress upon my readers 
is that they should forthwith examine their 
ovTi Investment Lists with a view to ascertain- 
ing how far they have followed the principles 
which I advocate. Should they find that 
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they have hitherto acted upon no definite 
investment tactics, or that their methods are 
seriously at variance with the scheme I 
have laid down, I should urge upon them 
straightway to set their affairs in order. It 
is too much the fashion amongst investors 
to bemoan their losses as the result of ill-luck, 
and to shirk the duty of informing them- 
selves at regular intervals as to what is their 
exact investment position. In investment, 
as in everything else, the only man who can 
command success is he who is capable of 
taking infinite pains. 



How Investment Safety is 
Attained 

The investment of capital in stocks and shares 
when based upon sound and solid principles is 
capable of producing not only the satisfaction 
which arises from pecuniary gain, but also 
the far more important sense of security and 
the complete freedom from worry which can 
only be achieved by the capitalist whose mind 
is thoroughly at ease. 

For many years I Avas puzzled by the 
problem of how to arrive at a really sound 
system of investment. My difficulty arose 
from the fact that Stock Exchange securities 
seemed to be such highly electrical eel-like 
creatures, gifted with such erratic and incal- 
culable movements, that it appeared impos- 
sible ever to be able to rely upon them pro- 
ducing any desired result. But now that I 
have succeeded in classifying the main influ- 
ences which govern the movements of stocks, 

87 
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my former diificiilty has been surmounted, 
and I have been enabled to formulate a simple 
system of investment, capable of withstanding 
the severest strains, and yet so easy of com- 
prehension that it can be explained in the 
space of a few pages. 

I will first make it clear why it is that 
investors almost invariably fail to obtain the 
safety they are in search of when they invest 
their capital, and then I will lay before them 
the simple plan by means of which any 
desired investment result can be arrived at. 

The groat majority of people fall into the 
natural error of supposing the acquisition of 
a number of stocks, which are of undoubted 
soundness and solidity, is aU that is necessary 
to ensure the safety of a given capital sum. 
This erroneous belief is held not only by the 
general investing public, but it also ensnares 
a great number of bankers and brokers. Now 
as these bankers and brokers act as skilled 
technical advisers to the general public, it 
can be a matter for small wonder that this 
wrong-headed method of investment enjoys 
an undeservedly wide popularity. 

The second mistake wliich is too generally 
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made is that the personal requirements of the 
individual investor receive too scanty a con- 
sideration when the selection of stocks is 
made. A stock may possess undoubted invest- 
ment merit without its being a suitable 
security for every type of investor to hold. 

The third, and certainly the most potent, 
cause of failure in the search for investment 
safety is the dangerous habit of considering 
each stock separately instead of regarding 
the whole number of stocks held as constitut- 
ing one harmonious investment scheme. For 
harmony throughout the whole hivestment 
is the key to investment success. 

At one time I was as blind to these points 
as some of my readers may be to-day, and it 
was only after many years of attentive re- 
search that the principal causes of investment 
disaster became clear to me. During my 
researches I candidly admit that I found 
myself forced to discard many cherished 
illusions and to abandon many pet theories 
before I gradually arrived at a right under- 
standing of the investment qtiestion. Judg- 
ing by the hindrance I snffored from my own 
preconceived notions. 1 can conceive it 
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more than likely that I shall unintentionally 
arouse a certain amount of antagonism here 
and there in my reader’s mind in the course 
of my argument. But the system of invest- 
ment which I herein advocate is by no means 
widely known, and instead of meeting the 
novelty of my ideas in a spirit of hostility, 
as amounting to a practical vote of censure 
on his own system of investment, I would 
remind the investor that where he has hitherto 
failed to find investment safety many skUled 
professional financiers have failed before him. 

The three causes of investment disaster 
enumerated above may be regarded as the 
three primary difficulties wliich beset the 
investor. In addition to these there are a 
number of other minor stumbling-blocks which 
militate against investment success. These 
include the unintentiomd purchase of specu- 
lative securities through a want of a proper 
understanding of the real nature of the invest- 
ments selected, the purchase of stocks at a 
price too high to be compatible with safety, 
the retention of stocks which have risen to so 
high a level that they have ceased any longer 
to be a remunerative holding, and the specu- 
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lative retention of inflated stocks beyond the 
point Avhere the chance of a further price 
enhancement has ceased to be reasonable, 
and such like minor errors of investment 
judgment. These points, however, will 
explain themselves when once a right 
understanding of iiwestment is arrived at ; 
therefore T need do no more here than to 
indicate their existence. 

Whilst following my argument, I should like 
every one of my readers to bear in mind the 
particulars of his OAvn investment career, 
and I should like him to tick off, as it were, my 
ideas against his own practical experiences. 
Whenever he finds that my teachings are in 
direct opposition to his own experience, let 
him make a note of the fact, and communicate 
forthwith with the Editor of the Review, who 
will, I am sure, be only too pleased to insert 
any sound counter opinion in his publication. 
By this means it may very well be that a great 
and further light may yet be thrown upon a 
topic of such world- wide interest as the attain- 
ment of investment safety, and no opportunity 
should bo lost of assisting to put a stop to the 
enormous losses which are annually made by 
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investors — losses which in many cases entail 
actxial privation upon the individual investor. 

There is an old nursery adage which deals 
with the folly of putting aU one’s eggs into 
one basket, and herein lies the fundamental 
principle of all safe investment. 1 am not 
here referring to the case of a practical man 
personally supervising a particular enter- 
prise, and devoting his entire energies there- 
to. Such a man need have no hesitation in 
putting his eggs into one basket — always 
provided that he himself is the otily j)erson 
who is permitted to touch the handle of that 
basket, and also jnovidod that his jtersonal 
strength is equal to the load which he under- 
takes. I am now rather discussing the invest- 
ment question from the standpoint of that 
great army of investors who invest their 
money outside the circle of their daily pur- 
suits, or those who invest but, for practical 
purposes, have no daily pursuit whatever. I 
am addressing myself, in fact, to the great 
multitude of investors who hand over the 
management of their capital to others, as 
every one does do who buys a Stock Exchang<< 
security without being cither a director or a 
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manager of the concern in which he thus 
interests himself. This is the average type 
of investor, and an investor of this type 
requires a number of varied receptacles for 
his capital. 

The man who has invested the whole of his 
capital in one single security is so rare as to 
be practically non-existent. Most investors 
hold a considerable number of stocks, some 
as many as 30 or .50, yet in many such 
cases the eggs are all actually in the same 
basket, whilst their owner is serenely 
unconscious of this unfortunate fact. It is 
the realisation of what constitutes a separate 
basket — that is to say, what constitutes a 
sejjarate investjnent risk which is the first 
step towards siieccssful investment. 

The mere fact that an investor holds, say, 
twelve stocks is not sufliciont to effect a 
distribution of investment risks : for it may 
well happen, and it very frequently does hap- 
pen, that the fluctuations of all these stocks 
are controlled by the same motive force. 
Let us take, for example, say, three British 
Corporation Stocks, three British Railway 
Stocks, the stocks of tliree British Gas and 
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Water Companies, and the shares of three 
miscellancons British commercial concerns — 
a fairly mixed assortment of securities which 
not only on the face of it appem-s to be a 
capital distribution covering a wide area, but 
also is a fairly typical specimen of the at- 
tempted distribution of investment risks such 
as exists in tens of thousands of cases. But 
so far from such a distribution being produc- 
tive of any beneficial results, it will be found 
that over a period of twenty-five years the 
same result will be obtained by holding one 
or two of these stocks only as was obtained 
from the whole combined investment. 

Such an investigation is easily made from 
practical exi)erience by all those whose Invest- 
ment Lists tally with, or are somewhat similar 
to, the above dcscrij)tion, while those whose 
Lists of Investments held differ materially from 
the specimen outlined above, or who have no 
past investment experience to guide them, 
can make experiments for themselves with 
the aid of the price-records of British Stocks 
contained in the Investor's Shilling Year Boole. 

Some people have a natural antipathy to 
figures, and will therefore neglect to carry this 
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suggestion into practice. But those who 
take the trouble to inform themselves on this 
point will arrive at the inevitable and most 
important conclusion that all British Stocks 
are under the control of the same identical 
influence. Further, they will then have the 
fact forcibly borne in upon them that the 
splitting up of a capital sum amongst a 
number of stocks all fluctuating in sympathy 
with one common influence is not condxicive 
to a distribution of investment risks. Having 
once arrived at that conclusion the cautious 
investor will immediately appreciate the neces- 
sity of so subdividing his capital that the 
various sections of it may each be influenced 
by a different motive power. 

The next point will be to ascertain what that 
motive power really was which caused aU his 
British investments to move in the same direc- 
tion, and this he will do in the easiest way 
by ascertaining how the investments situated 
exclusively in any one other country move. 
If he does this he will ascertain the fact that 
the price movements of the principal stocks 
of every country are identical with one another ; 
but that the individual price movements of 
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each country differ from the price movements 
of every other country. 

Then, guided by the fact that all British 
Stocks are subject to one and the same 
controlling influences, and that the same rule 
appHes to the stocks of other countries, the 
intelligent observer will readily understand 
that a true comi)ensating balance of invest- 
ment risk is easily attainable by means of the 
Geographical Distribution of Capital — that 
is to say, by not investing the whole of a 
capital sum under the controlling influence 
of one country, but by so dividing it that its 
component parts are each under the influence 
of a different geographical division of the 
world’s surface. On this subject I have 
written a book which is published under the 
name of Investment an Exact Science. The 
title of the book may sound somewhat for- 
midable, but its contents are easily digestible, 
and as it is impossible to go into the subject 
of the Geographical Distribution of Capital 
at greater length within the limits of this 
article, I must refer my readers to this volume 
for the more detailed explanation of this inter- 
esting discovery. 
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When once the investor has really succeeded 
in dividing his eggs amongst different 
baskets by means of Geographical Distri- 
bution, the most serious of his investment 
difficulties will be at an end. The total value 
of his in\restcd capital will cease to fluctuate ; 
some few of the stocks which he holds will 
always show him a i)rofit over their cost 
price ; his income will commence automati- 
cally to increase ; in fact the chii^f elements of 
investment success will be his forthAvith, 

The next point is the class of stocks which 
any given investor ought to liold, and this is 
fully as important a consideration as the 
proper distri bution of investment risks. Many 
investors, with the view of rendering some 
portion of their capital, as they think, perfectly 
safe, invest it in Trustee Stocks, whilst 
another portion they put into securities of 
medium class, and with the remainder of their 
capital they dabble in dubious ventures 
returning a high rate of interest. By this 
means they counter-balance the low yield of 
interest obtainable from Trustee Stocks, and 
so they arrive at a fair average return on f heir 
money. 
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The unwisdom of such a proceeding has 
been completely laid bare by the course of 
markets during the past few years, during 
which Trustee Stocks have fallen over 20 per 
cent, in value, and have thus entirely defeated 
the object with which they were originally 
purchased — viz., to endow the portion of the 
capital sum which they rejiresented with the 
much-coveted stability of rcahsable value. 

The most casual observer must have 
noticed that the width of fluctuation differs 
in every class of security. For wliilst some 
classes of security only fluctuate a few points 
in value any one year, there are others which 
fluctuate to an extent which is five or even 
ten times as great. In most instances the 
width of fluctuation depends upon the nature 
of the stock. For example, good trading com- 
panies’ Debentures vary but little in value 
from year’s end to year’s end ; whilst in 
some Home Railway Ordinary Stocks the 
aimual fluctuation amounts to twenty or 
thirty points. Width of fluctuation depends 
much upon the quality of an investment 
and hence upon its yield. So that any one 
who holds Trustee Stocks, medium-class 
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investments, and speculative securities by 
his own act involves himself in three 
groups which are all at variance with one 
another in the matter of width of fluctuation. 
But the primary object which led to their selec- 
tion was the hope of minimising the risks of 
investment. This was to be accomplished 
by the rise in one stock compensating for 
the fall in another ; clearly, however, the 
desired compensation could not be achieved 
if one stock held is to rise three points whilst 
another falls twenty points. It will be seen, 
then, that holding various classes of stocks 
must in the long run imperil capital. 

The last point of cardinal importance is 
that most investors consider each one of their 
stocks separately, instead of regarding their 
whole Investment List as a carefully drawn 
scheme. Although the necessity of dividing 
their investment risks is instinctively obvious 
to all investors, they fail to appreciate the 
fact that the first object of the division of 
risks is to arrive at a balance of risks. They 
know well that a pound put on one side of a 
scale can only be balanced by exactly the 
same weight being put on the other side of it. 
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and yet they habitually subdivide their capital 
so unevenly that they are content to hold 
£3,000 worth of one security, £500 worth of 
another, £1,800 worth of a third, and so forth, 
and still they appear to expect that such 
an uneven distribution of risks will endue 
their capital with an evenness of realisable 
value. 

I feel quite certain that a great many of my 
readers, and especially such of theni as have 
achieved most unsatisfactory investment re- 
sults in the past, are holding at the present 
moment Lists of Investments in which many 
stocks are subject to the same investment 
influences, and are of diversified qualities 
and are held in quantities which do not cor- 
respond one with another. Such heterogene- 
ous collections of stocks can only produce 
investment catastrophe : this has been their 
result in the past and such must continue to 
be their result in the future. 

The only way in Mfliich satisfactory invest- 
ment results can be obtained is by observing 
the three main jirinciples : — 

That every stock held must constitute a 
really separate investment risk. 
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That the quality of all the stocks held 
uiust closely correspoiid. 

That the amount of capital invested in 
each stock must be as nearly as 
possible identical. 

These three points, once understood and 
observed, will, in my opinion, almost ensure 
permanent investment success, aiid will 
certainly outweigh any small mistakes as 
to the details of selection and price paid for 
individual stocks. At the outset of my 
argument I drew attention to these minor 
details, which are sometimes the cause of 
want of investment success, and as after all 
they are also of some considerable importance, 
I counsel those of my readers who are really 
interested in this question to inform them- 
selves of them, and for this purpose I suggest 
reading a small book published under the 
title of How io Manage CajyiiaL This 
volume is quite as easily understandable as 
this article, and will give the investor aU the 
information which he needs on these minor 
details. When he has mastered these ele- 
ments of sound investment, and has supple- 
mented this knowledge by the strict obser- 
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vance of the three main principles cited 
above, he will find that his future career 
as an investor will be regulated by rules 
which cannot fail to secure success. 

I am fully convinced that there are ex- 
tremely few people in the United Kingdom 
who realise what enormous sums are lost by 
investors in the aggregate by disregarding 
the main principles of sound investment. 
Some years ago I made a calculation that the 
amount which was lost would pay off the 
entire British National Debt in a period of 
four years. Some people dismiss this serious 
matter with an airy remark to the effect that 
the losses so incurred no doubt serve some 
useful purpose as some one, doubtless, profits 
by them. Such ideas, however, only exist 
in the minds of those who have not studied 
the — I will admit — somewhat abstruse scienee 
of Political Economy. 

Taking one easy example out of thousands 
which present themselves, let us discuss the 
fate of the thousands of pounds which have 
been lost by those investors who subscribed 
the capital for the London (Coliseum. Enor- 
mous sums have been spent in erecting this 
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edifice. The contractors may or may not 
have derived a solid profit from their con- 
tracts ; the workmen might have been em- 
ployed on another profitable undertaking, 
and if the total profits made out of that build- 
ing wore put on one side, and the losses of the 
investors on the other, a large deficit which 
has not benefited any one at all would be 
found to be the actual result. 

In this way the money so sunk has dis- 
appeared without affording any adequate 
advantage to any one. Had those who sub- 
scribed the capital studied the investment 
question, and had they read //ow to Manage 
Capital, they would have realised the risks of 
such an undertaking beforehand, so that most 
likely the Coliseum would never have been 
built, and the national loss thus made would 
have been avoided. 

It is by being able to foresee what the 
future is likely to produce that the investor 
can guard against his losses. He knows that 
no country can continue being prosperous for 
a long and uninterrupted number of years. 
This fact proves to him that risking his money 
on the prosperity of any one country is 
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unsafe. Tie furtlior knows that if his capital 
is divided up over a number of countries the 
division must bo even in order that a true 
compensating balance may be effected ; and, 
lastly, a short study of price movements of 
individual stocks has convinced him tliat 
only stocks which are similar in kind are 
similar in jnice movements. By observing 
these very simple axioms he will not only avoid 
personal loss to himself, but he will also assist 
in reducing the serious national loss which is 
incurred through impmdejit investment. 

If an account of all the Investment Lists 
existing in Great Britain were taken, and 
they were sorted as to desirability in accordance 
with the above explained principles, it would 
be found that comparatively a very small 
number of them properly protected their 
owners against capital loss, and it is with the 
view of reducing the number of unsatisfactory 
Investment lasts that I have written my book 
and am now writing this article. 

My boek has enjoyed a certain amount of 
popularity, and has already passed through 
various editions, yet 1 have found that in a 
good many cases the readers of this book. 
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whilst agreeing with me as to general prin- 
ciples, have delayed putting their houses 
in order, so to speak, so far as their invest- 
ments were concerned. Tliis ncgl()et has 
been due to a multitude of reasons. One 
of the chief reasons of their vacillation has 
been that they did not consider the time to 
be favourable for a proper re-arrangement 
of their own particular Investment Lists. In 
this respect they were wrong, because experi- 
ence has shown me that the time is never in- 
opportune for the reconstioiction of an Invest- 
ment List ; and my experience is by no moans 
small, as I liave personally considered and 
practically dealt with many luindnfds of 
Investment Lists. 

It is true that sometimes, in re-arranging 
a list, some of the stocks held have to be sold 
at under cost price, and thereby a temporary 
capital loss is sustained. Investors reason 
that so long as they retain a stock wdiich is 
likely to regain the price originally paid for 
it they cannot be wrong. Further, they 
assert if they sell any of their holding at a 
depreciation their loss becomes certain and 
irrevocable. Such a point of view is deplor- 
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able, because the re-arrangement of an Invest- 
ment List is simply the substitution of desir- 
able stocks for undesirable ones. If a man 
sells a stock under its cost price, all he must 
endeavour to do is to buy a stock in exchange 
which is possessed of a greater expectation 
of recovery than the security he parts with. 

Another reason for reluctance in revising 
an Investment List is that the investor says, 
“ I knoAV all aboiit the stocks which I hold at 
present, and I know comparatively nothing 
of the new stocks which I am going to buy.” 
This is not a sound argument because there 
was a time when he knew nothing of the stocks 
which he now holds, and because aU he now 
knows about them he has learned, and because 
it is quite as easy for him to learn all about a 
fresh stock from its past statistical histoiy 
as from the actual experience of having held 
it. There are a considerable number of hand- 
books published which give the statistical 
facts in reference to almost every security of 
importance, and from these just as large an 
amount of knowledge is to be gleaned in refer- 
ence to unknoAATi stocks as the knowledge which 
the investor possesses as to his own securities. 
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The third point which weighs in an in- 
vestor’s mind against the reconstruction of 
an Investment List is that of expense ; but 
here again he will find that the total cost of 
setting his affairs in order does not come to 
two months’ interest on his investments. 
Furthermore, he will find that a wise re- 
arrangement will, in nine cases out of ten, 
recoup the amount of expense in an exceed- 
ingly short space of time. 

I would not counsel any investor to re- 
arrange his Investment List unless he can 
achieve a very material gain thereby, and the 
desirability of this gain may be calculated as 
follows : — 

1st — Additional capital safety. 

2nd — Additional annual income. 

3rd — An additional chance to regain 
past capital losses. 

Unless the first point can be unquestion- 
ably secured by the proposed re-arrangement 
scheme, an investor should not think of 
altering his present holdings. 

The second point is in many cases also one 
of great importance, and here I should like 
to make a remark in reference to the geo- 
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graphical distribution of capital, which Avill 
exi>lain at once another advantage of thi ssys- 
tem \Adiich I have not as yet touched upon. 

In every country money has a certain 
value, but that value differs in each country. 
In England and in Franco capital is more 
plentiful than in any other part of the globe, 
and therefore is in the least urgent demand. 
Consequently per cent, is about the average 
yield obtainable in these countries from 
investments of the highest class ; w'hereas in 
Germany the same ty 2 )o of securities return 
4 per cent. But in America, the British 
Colonies, Africa, and Asia much higher nites 
are obtainable. In fact, the same class of 
Debenture vvhi(;li wordd yield in England 
only 4 i)cr cent, will be found to yield quite 
5^ to 5^ per cent, in Africa. For this reason, 
when an investment is made on the geograj)hic- 
al princii)le, and the money is evenly divided 
among various countries, if the same class of 
stock be chosen in each instance, then an aver- 
age rate of income is obtained, which is con- 
siderably higher than the rate ruling in 
England at the present time ; in fact, the same 
selection of stocks which would produce in 
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England, say, por cent, will produce, when 
geographically distributed, 4£- per cent. 
A half per cent, may not scorn to be much 
on the face of it, but on a capital of, say, 
£20,000 it amounts to a good deal, as 
there is a considerable difference l)etween 
an income of £850 and £950 per annum. 
And whenever such a dilTerence is ob- 
tainable whilst capital risks are also reduced, 
it certainly becomes a question of consider- 
able imjDortance. 

1 have iti this article given my views on 
this all-important subject witli much brevity ; 
but they are entitled to consideration from 
the fact that they are not based on mere 
theory, but on a life-long practice. I do 
not suggest that iuy views are perfect, and I 
am willing to believe that some further im- 
provements of my system may yet be effected 
before the really ideal investment method 
is discovered. For this reason J should bo 
very pleased to receive any intelligent criti- 
cism of the investment programme vliich 1 
lay down and to receive any statistical state- 
ment of investment results which appears to 
traverse the expediency of the system wliich 
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I advocate. Exhaustive discussion is the 
basis of true knowledge, and I am anxious 
to encourage the most searching inquiry into 
every aspect of the Investment Question. 



The World’s Stock Markets 

Eveey important commercial centre has a 
Stock Exchange of its own, and the dealings 
in every one of these Stock Exchanges are 
naturally confined to those securities which 
are held by the public of the neighbourhood 
in which each Stock Exchange is situated. 

Some stocks are held in many quarters of 
the globe. Dealings in them, therefore, take 
place on a large number of Stock Exchanges. 
Other or so-called “ local ” stocks are not so 
widely distributed, and, therefore, not so 
universally dealt in. It is really not the 
size of a stock which determines its number 
of regular markets, but simply the manner 
in which it is distributed among the popula- 
tion of the world. Thus, there are some large 
and important stocks representing millions 
of capital which have only one principal 
market, hke British Consols, the only real 
market for these being London ; wliilst com- 

lU 
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paratively much smaller issues, like the loans 
of the Turkish Empire, are dealt in on nearly 
every Stock Exchange in Europe. 

British Consols can, of course, be dealt in 
on every British or Eoreigii Stock Exchange, 
as they are known tlrroughout the world ; 
but nearly all these transactions come directly 
or indirectly by letter or telegram to London 
and are iinally transaeted on the London 
Stock Ex<;hange, where almost any (juantity 
of the stock can readily be bought or sold. 
In fact, only London can be relied iipon to 
absorb or supply any substantial amount of 
the stock, and London is consequently the 
sole market. 

In securities which have various large 
centres where they are dealt in, like the 
Turkish securities, this is not so ; they are 
held largely by the jiublic which make the 
London, Paris, Berlin, Brussels, Amsterdam, 
Vienna, and other less important Stock Ex- 
changes their places of dealing, and conse- 
quently any one of these centres is always 
ready to supply or absorb Turkish stocks. 

In fact, wliile every important transac- 
tion in Consols sends its reflex to London, 
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Turks are dealt in locally, and these dealings 
only affect indirectly the other places where 
they are quoted. For this reason London 
alone dcterminos and contiols the price of 
Consols, whilst the price of Turks is deter- 
mined by international arbitrage dealings. 

Arbitrage transactions are the sales and 
purchases of stocks which are effected by letter, 
telegram and telephone between the Stock 
Exchanges of different countries. In these 
international dealings the level of the respec- 
tive quotations at any two centres is deter- 
mined by the current rate of exchange be- 
tween them. The rate of exchange becomes 
the arbiter of value — hence the term arbitrage. 
For instance : Paris quotes Turks in francs, 
and it is, therefore, necessary to work out the 
French franc-quotation by the rate of exchange 
into its equivalent in English money before 
an arbitrage dealer can determine whether 
it is possible to buy or sell Turks more advan- 
tageously through his agent on the London 
market than he can buy and sell them on 
his own Boui’se. It is the constant rush on 
the part of arbitrageurs to buy stocks in the 
market where quotations are low, and to sell 
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them in the market where quotations are high, 
Avhich keeps iniernationally-dealt-in stocks at 
an luiiform price at the various centres. 

In these international securities, of course, 
the most powerful centre determines the 
quotation. Thus, if the Paris public is more 
interested in Turks than Berlin, Paris is able 
to absorb or supply larger quantities of stock, 
and it is then the Paris market which controls 
the price and fixes the level of value to Avhich 
Berlin is compelled to conform. If, in the 
course of time, the interest in Turks in Paris 
gradually diminishes, and the people of Ber- 
lin or any other centre should become the 
largest holders of Turks, then the position 
would be revei'sed, and the Berlin or some 
other Stock Exchange would commence to 
dominate the market in Turks. 

In this way the principal markets for 
internationally held stocks are constantly 
changing, and the dominating centre of a 
stock does not depend upon its nationality, 
but upon the place where it is principally 
dealt in. 

Thus, the principal market for the loans 
of the United States of America was at one 
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time in London, but has now been transferred 
to New York. In the same way the Grand 
Trunk Railway is mainly a Canadian 
enterprise, but no Canadian or American 
Stock Exchange can at present control the 
price of its stocks, as London dominates the 
market ; whilst in the case of the shares in 
the Rio Tinto Copper Mine, which is situated 
in Spain, there is no independent market 
either on the Madrid or Barcelona Bourses. 
The shares are held in France and England, 
and the London or the Paris quotation alter- 
nately dominates the market, though the 
control is generally in the hands of Paris. 

To the holder of stocks it is, for the above 
reasons, not only important to know whore 
an enterprise is situated and where its stocks 
were originally issued, but also which finan- 
cial centre happens to determine their quota- 
tions. 

Not only do wars, political troubles, trade 
stagnation or prosperity influence the pros- 
perity of the enterprises and the prices of 
stock which are held in a country, but such 
events as those also affect the stocks in which 
that individual country is the dominant 
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market. This is a point which should bo most 
carefully considered by all those who desire 
to obtain a real international disti'ibution of 
risks. 

Many investors object to hold stocks which 
they do not see daily quoted in the particular 
newspaper they regularly read, and this fact 
alone prevents them from obtaining a proper 
capital distribution. No newspaper is able 
to quote all the really important stocks of the 
world, as this item of intelhgcnce alone 
would suffice to fill the most voluminous 
newspaper. The largest number of stocks 
which arc at present quoted in any newspaper 
or periodical of any country are contained 
in the Financial Meview of Reviews. But al- 
though this Revieiv gives the last four years’ 
prices, dividends and yields at present prices 
of upwards of 5,000 individual securities, yet 
this number of stocks is only a tithe of all 
the investments of the world. 

Every paper has to confine itself to a few 
stocks only, and these again are selected 
accorduig to the individual ideas of the editor, 
who is usually not influenced by the relative 
importance of various stocks, but by the 
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amount of public attention any given security 
happens to command for the time being. 
Thus, frequently, prices of unimportant specu- 
lative securities are recorded by all papers to 
the exclusion of the quotations of really safe, 
solid, important investments. Frequent news- 
paper references to any one stock are tanta- 
mount to a largo number of trade advertise- 
ments of a commercial article. Publicity does, 
doubtless, create a demand for much -adver- 
tised articles, but in the same way as it does 
not follow that any particular soap is the 
best because its name is on eveiy hoarding, 
so the Allsopp Breweiy issues have not proved 
the best investment of their kind because 
during a number of years they have been 
constantly quoted and commented upon in 
every British financial paper and in every 
City article. 

When the choice of an investment is being 
considered, it is better to select a compara- 
tively unknown security, because in such a 
stock the probability of securing a real bargain 
is far greater than amongst stocks that are in 
everybody’s mouth. And just as consumers 
should always give a wide berth to all largely 
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advertised articles whicli have not already 
positively proved themselves to be the best 
of their kind, so investors should shun every 
stock which is much written and talked about 
at the moment, unless the past records of 
that stock prove it to bo safe, sound and 
cheap at the ruling quotation.^ 

The argument frequently advanced that 
investors should only interest themselves 
in stocks which command a free and ready 
market proves to be quite fallacious on close 
investigation. The difference between a stock 
in which there is a free market and one in 
which the dealings are not frequent really 
consists in the difference between the buying 
and selling prices. 

It is true that some stocks can be bought 
and sold at a difference of 5.s. in every £100, 
whilst in other stocks this difference amounts 
to £2 for the same quantity. But stocks of 
both types are subject to market fluctua- 
tions, and an increasing or decreasing demand 
for a particular stock will rapidly alter the 

^ The writer has dealt exhaustively with this subject 
in the Popular Financial Booklet No. 17 iThc Money 
Market Article and tlie Private Investor), 
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facility with which it can be dealt in ; so that 
the free market of to-day becomes the labori- 
ous negotiation of to-morrow. 

Investors do not buy with the intention 
to sell again soon after ; they buy to hold 
for years. Suppose an investor, intending 
in 1905 to hivest in a speculative South 
American Railway stock which paid a high 
rate of interest, had selected the then so-very- 
much-talked-about Buenos Ayr(«4 and Pacific 
Railway Ordinary Stock ratlicr than the 
very little known 5 per cent. Second Prefer- 
ence Stock of the Cordoba Central Railway, 
and that he had made this choice because 
the former stock had a very free market, 
whilst in Cordoba Second Preference there 
was very little dealing and a difference of £2 
per £100 between the quoted buying and 
selling prices. The income yields from both 
transactions in 1905 were about the same, 
while the dividends paid on both stocks 
remained unchanged. But if the inves- 
tor had allowed himself to fall a victim to 
the free-market delusion and had bought 
Buenos Ayres Pacific Ordinary at 143 (quoted 
then at 142^—143), whilst he might have had 
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to pay 90 for Cordoba Second Preference 
(quoted 88-90), what would his position have 
been in March, 1907 ? Why, he would then 
have found that the Buenos Ayres and 
Pacific Stock had in the ineantiine not only 
dropped in value, but had also lost its free 
market, and he would have to accept 119 
for it, or in other woz’ds, he would have lost £24 
on every £100 of stock which he held. But 
Cordoba Central Second Preference, which 
had also receded in the meantime, and still 
remained a wide-priced stock, were yet sale- 
able at 86 (quotation 86-88), representing a 
loss of £4 only on every £100 of stock held. 

It is true that in the purchase of the Buenos 
Ayres and Pacific Stock only 10s. more than 
the lowest price quoted at the time was paid, 
while the market turn in the Cordoba case 
amounted to £2, yet not all this disadvantage 
in dealing was repeated at the time of sale. 
Thus nominally about £2 was saved on the 
Buenos Ayres and Pacific transaction. But 
into what utter insignificance these forty 
shillings sink when it is considered that the 
cheaply completed transaction produced an 
ultimate loss of £24 against a loss of £4 only 
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on the same quantity of the less negotiable 
security. 

We wish it to be quite understood that in 
the above example Cordoba Central Second 
Preference and Buenos Ayres and Pacific 
Ordinary have only been used to prove the 
argument and not because we consider that 
they will retain their respective positions, 
both as to price or marketability. It is 
always dangerous to give in a financial review 
an example of this kind, as a review of this 
sort is frequently referred to and re-read for 
some time after publication, and both stocks 
used in the example might then have ceased 
to exist. For this reason 1 hope that my 
readers will understand that the future of 
the stocks quoted in the example is an un- 
foreseeable quantity, and that the argument 
only is of value. 

The speculator who intends to realise again 
promptly must, of course, consider the tem- 
porarily existing marketabihty of a stock. 
The investor should, as a matter of fact, 
turn his attention to stocks which are un- 
fashionable and rather difficult to deal in. 
Every good investment is always saleable at a 
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price, and the truirgin of differenee between 
purchase and sale prices is a matter of small 
moment in comparison with the ultimate 
destinatioir of a market movement. It is, 
therefore, only present and future prospects 
and the suitability of a stock to a specific 
Investment Scheme, which ought to weigh 
with an investor, and not the margin of 
difference between its sale and purchase 
prices. 

Again, it is really immaterial to the investor 
Avho holds ii good stock which particailar Ex- 
change determines the price of that security. 
Whether it is (pioted in England or elsewhere, 
or what may be the small actual expenses of 
purchase or sale, are minor considerations so 
long as it pays him to hold the stock at the 
nett cost price, including all charges. 

Every investor who once grasps this im- 
portant fact will experience no difficulty in 
distributing his investment risks in such a 
manner that no conceivable combination of 
circumstances can seriously reduce the realis- 
able value of his invested capital. 

To the investor who realises the truth 
contained in the foregoing paragraph, the 
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world, so to speak, is open, and lie can buy 
the safest and most remunerative securities in 
existence, and thereby free himself from the 
confined limits of any one financial centre. 
An International firm of stock dealers is in a 
position to supply liiin with the best selection 
out of all markets, together with the neces- 
saiy material for forming a capable opinion 
of the stocks lie is inclined to purchase. 
Such a firm will also inform him as necessity 
arises how all his stocks are valued on those 
Stock Exchanges on which they are principally 
dealt in. 

If the question of what people think of 
stocks and what they consider safe is 
analysed, we come again to a point of geo- 
graphy pure and simple. A Swede will con- 
sider Swedish the safest National Loans, and 
an American will entertain a iircference for 
those of the United States. The Scotchman 
will prefer the British Linen Bank to the 
London and Westminster, the Londoner 
vice versa. If an Englishman were told to 
buy Austrian North Railway Debentures he 
would hesitate, while an Austrian might con- 
sider London and North-Western Deben- 
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turos to be Iiighly si)cculative. As a matter 
of fact, both tliese debentures are equally 
safe, as can be proved by statistics ; there- 
fore, why should an investor allow local 
feeling to interfere with his obtaining invest- 
ment safety ? 

When the various Stock Exchanges of the 
world are reviewed, and when Ave consider 
that each Stock Exchange deals in quite a 
number of stocks Avhich have only a very 
limited, if any, market in other countries, yet 
which stand high in the estimation of local 
investors, Ave see more clearly hoAv wide may 
become the area of an investor’s choicci, and 
hoAV, in this way, it becomes possible to 
find stocks whicii are able to realise any 
reasonable investment aim, whatever its 
nature. 

To give the reader some idcia hoAv the stock 
markets are scattered over the surface of the 
earth vA-^e append the folJowmg list of principal 
Stock Exchanges obtaining in each of the 
nine main Geographical Divisions ; a refer- 
ence to a map of the world will indicate how 
widely they are distributed. 
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I. British Divisiot^. 

Principal Stock Exchanges ; — 

London, Manchester, Glasgow, 
Liverpool, Birmingham, Edin- 
burgh, Dublin, Cardiff, Leeds, 
Bradford. 

II. British Colohik.s. 

Principal Stock Exchanges 

India : (Calcutta, Madras, Bombay, 
Rangoon. 

(Canada : Montreal, Toronto. 
Austrai.ia : Adelaide, Melbourne, 
Sydney. 

Tasmania ; Hobart. 

New Zealand : Wellington, C'hrist- 
church, Dunedin. 

Straits Setti.ements : Singapore. 

III. Europe, North. 

Principal Stock Exebanges 

Belgium : Bnissels, Antwerp. 
Denmark : Copoidiagen. 

Germany : Berlin, Hamburg, P’rank- 
fort, Bremen, Breslau, Munich. 
Holland : Amsterdam, Rotterdam. 
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Norway : Christiania. 

Russia : St. Petersburg, Warsaw, 
Moscow, Odessa. 

Sweden : Stockholm. 

Switzerland : Geneva, Basle, 

Berne. 

IV. Europe, South. 

Principal Stock Exchanges : — 

Austria : Viemia, Prague, Trieste. 
Bulgaria : Sofia. 

France : Paris, Marseilles, Bor- 
deaux, Lyons, Lille. 

Greece : Athens. 

Italy : Milan, Genoa, Turin, Rome. 
Huncary ; Buda-Pesth. 

Portugal : Lisbon. 

Roumania : Bucharest. 

Spain : Madrid, Barcelona, Bilbas. 
Servia : Belgrade. 

Turkey : Constantinople. 

V. Asia. 

Principal Stock Exchanges : — 

Japan : Tokio, Yokohama, Osa Ka. 
China: Shanghai, Hong- Kong, Kobe. 
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VI. Atrica. 

Principal Stock Exclianges : — 

(Iaph Colony : Cape Town. 

Egypt : Cairo, Alexandria. 

Nataij : Durban. 

Transvaal : Johannesburg. 

VIL Amkriga, North. 

Principal Stock Exchanges : — 

New York, Chicago, Boston, Phila- 
delphia, San Francisco, New 
Orleans, Baltimore. 

VIII. America, Central. 

Principal Stock Exchanges : — 

Mexico City. 

Havana. 

TX. America, South. 

Ih’incipal Stock Exchanges : — 
Argentine : Buenos Ayres. 

Brazil : Rio do Janeiro. 

Chili : Santiago. 

Peru : Lima. 

Uruguay : Monte Video. 

We have in the above list, named some 
90 different Stock Exchanges, among ivhich 
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it should not be a difficult matter to find just 
the stock necessary to fit in with any kind 
of investment scheme. 

Whether the securities held by an investor 
are marketable in London or any other part 
of the world makes nowadays but little differ- 
ence. There are many stock-dealing firms 
in Great Britain who are in daily contact 
with every Stock Exchange centre, and by 
means of telegrams and cable transfers stocks 
can now be quite readily bought or sold, wher- 
ever their chief market may bo. Quotations 
for all stocks, no matter where they arc dealt 
in, are daily obtainable with the same amount 
of facility, provided that the proper firms 
are apphed to. 

Those investors, however, who prefer Lon- 
don as their market for investment transac- 
tions will not find it absolutely necessary to 
go considerably outside that Stock Exchange. 
The London market deals in a great variety 
of securities, a number of which are mainly 
controlled in other parts of the world and 
a very fair distribution of capital can be 
achieved by confining oneself to that market 
alone. 
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In former times this was not quite the casej 
but during recent years the position in this 
respect has improved to the advantage of 
the individual investor, though perhaps to 
the detriment of London’s financial supre- 
macy. 

During the third quarter of the last century, 
which witnessed the dawn of present day in- 
dustrial developments, Europe was in a state 
of great political unrest, and all Continental 
bourses were still in the infancy of their sub- 
sequent financial importance. For this reason. 
Great Britain — or perhaps it would be better 
to say London — was then the only existing 
international harbour of refuge for all financial 
transactions of magnitude. Not only did 
every important issue of stock find its way 
to London, but, in addition, a great deal of 
foreign capital was entrusted to London for 
investment. All foreign magnates and poten- 
tates had their nest-eggs in the safe custody 
of British Banks. 

This gave to London the undisputed supre- 
macy of the finances of the world, and this 
position continued until the end of the 
Franco-German War. This war resulted in 

K 
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the payment of a large indemnity by [France 
to Germaxiy, and the subsequent consolidation 
of all German interests, wliieh struek the first 
blow to London’s financial supremacy. 

Then — and particularly during the last 
decades of the past century — trade, commerce 
and industry all over the world developed 
that historically unprxjcedcnted expansion 
which so enormously multiplied the wealth 
of the world, and gradually withdrew from 
London its former financial power. Investors 
of all nationalities used their newly acquired 
wealth in the purchase of the stocks of their 
own countries, thereby shifting the dominating 
mai’kets in them to their OAvn Bom’ses, and 
in this way the London Stock Exchange has 
lost control over many stocks in which its 
influence was at one time supreme. 

A very striking example of this happened 
recently in the case of Argentine securities. 
These were formerly whoUy in the hands 
of English investors, and British trade de- 
pression spelt inevitable reduction in Argen- 
tine values. Now it is different ; and whilst 
during 1904 financial stagnation prevailed 
in England, Argentine stocks were on the 
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boom, and every ship which left English 
shores for South American harbours conveyed 
parcels of Argentine stocks to a new domicile ; 
and this has continued to the present day. 

This loss of financial control is a sad fact for 
the British nation as a whole, but it is ad- 
vantageous to every individual British inves- 
tor, as the number of stocks well known to 
him and to his London Stockbroker which 
are free from British trade influences is gradu- 
ally increasing. In this way, as time passes, 
it daily becomes easier to obtain a fine distribu- 
tion of capital risks by means of an interna- 
tionally distributed list of stocks, without 
going beyond the securities which are known 
on the British Stock Exchanges. 



Investment Knowledge 

Precisely as the knowledge of language 
possessed by every individual depends upon 
the number of words which he has in familiar 
use, so the individual’s investment vocabulary 
depends upon the number of stocks with the 
value, position, and history of which he is 
perfectly familiar. When j udged by this stan- 
dard it must be admitted that the average 
investor is possessed of but a scanty store of 
investment information ; for the nuihber of 
stocks with whoso capital, constitution, and 
past market fluctuations he is thorouglily 
famiUar is exceedingly small. But although 
on the one hand a limited vocabulary is a 
matter of small inconvenience to its possessor 
for the simple reason that his ideas are corre- 
spondingly few and, therefore, capable of ex- 
pression in the few words with which he is 
acquainted, on the other hand an investment 

vocabulary of limited range is a serious dis- 

m 
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advantage. For this reason being intimately 
acquainted with the history of but few 
securities an investor has a natural tendency 
to circumscribe his area of investment within 
dangerously narrow limits. 

Neither is it difficult to understand why the 
individual range of investment knowledge is 
small. For, as a rule, investors obtain such 
information as they possess either from their 
stockbrokers or from the particular daily 
paper which they are in the habit of reading 
regularly. Now the number of visits which a 
steady-going investor pays to his stockbroker 
is, and should be, few ; whilst the number 
of stocks which a newspaper can habitually 
discuss is also necessarily limited. 

There are, of course, published in this country 
a number of excellent daily and weekly finan- 
cial journals which give the names, quotations 
and particulars of a vast number of invest- 
ments, together with analytical articles which 
deal with individual securities or groups of 
securities. But in this country financial j ourn- 
alisra has never obtained the firm foothold 
which it deserves ; so inueh so that the com- 
bined circulation of all the English financial 
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papers is smaller than that of any of the well- 
known London “ Dailies.” In other countries 
this is not so, and the circulation which some 
continental financial papers achieve is remark- 
able. Thus, for example, the Berliner Borsen- 
Courier is one of the leading German papers 
and has a circulation which equals that of the 
best daily pa])crs in Germany, whilst in France 
even the smaller financial papers have a list 
of permanent sidjscribers which would fill the 
distribution managers of our most important 
periodicals with envy. 

The simple fact is that the continental in- 
vestor has a greater appetite for financial in- 
formation than has his English confrere. 
The practical result of this is that a cursory 
examination of a cotuplete list of prices issued 
by any British Stock Exchange will reveal 
a most extraordinary number of price-anoma- 
lies, whereas, if a similar list from any Con- 
tinental Bourse is examined, it will be found 
that nearly all the stocks quoted therein 
have grouped themselves into certain levels 
of value and that few if any discrepancies 
can be said to exist. 

In a previous article in the Review we have 
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already alluded to the noteworthy absence 
of any common basis of value amongst 
English securities, and we will now endeavour 
to explain the reason of such a phenomenon. 

It must first of all be granted that the English 
aation is essentially commercial. Therefore, 
it would be ridiculous to assume that they 
are wittingly content to pay 20s. for one article 
when another of similar quality and kind is to 
be procured for I7s., and, further, that they 
would accept an income of, say, £10 a year 
did they only know that the same capital sum 
could be invested with identical safety to j’ield 
an annual income of £ 11 . The reason for the 
existing anomalies in English Stock jVlarket 
values is that the British Public is too much 
occupied with the pressure of its every-day 
business to devote sufficient attention to in- 
vestment questions. The commercial instinct 
of the nation is so busied over the making of 
trading profits that the ultimate investment 
of such profits, when they have been made, is 
regarded as a matter of quite secondary im- 
portance. 

So that Englishmen of keen commercial in- 
stincts are content to assume that the market- 
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basis of quotations is subject to some sort 
of systematic adjustment, and they are 
strongly convinced that if one stock hap- 
pens to be cheaper than another, or if it re- 
turns a larger income to its holders than an- 
other, the less esteemed stock must on the 
face of it suffer from some sort of inferiority. 
Such a conclusion is, however, frequently a 
mistaken one, and these price-variations are 
the natural result of the small amount of 
investment information which is at the dis- 
posal of the average investor. 

Let us, therefore, turn aside for a moment 
to examine the nature of the Money Articles 
in the daily Press, which form the foundation 
of the investment knowledge of the nation. 
Now, these Money Articles, from their relia- 
bility, from their honesty, and from the 
amount of painstaking research which is 
employed in their compilation, are productions 
of which both the Press and the ])ublic may bo 
very justly proud. The only fault which 
can possibly be found with them is that they 
are written so much over the heads of their 
readers. The very enterprise of English 
journalism, which sujjplies such an cjntome 
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of the world’s news as is to bo found in the 
daUy Press of no other nation, necessitates 
the curtailment of the Money Article within 
strict limits. Now any writer who is com- 
pelled, no matter what may be the incidents 
of a particular day, to confine himself to a 
certain sot space is boimd at times to so greatly 
curtail his subject as to render it difficult of 
comprehension. More especially is this the case 
when dealing with so highly technical a. matter 
as financial movements and their causes, 
and it comes to pass, therefore, that though 
excellent in quality and teeming with inform- 
ation to the financially export, the money 
article is of small use to the general reader. 

Such articles invariably commence with a 
brief description of the day’s events in the 
Money Market itself — ^that is to say, the 
transactions of discount brokers and the 
fluctuations in the value of money when lent 
for certain fixed periods. But to the general 
public the movements of bullion and the rates 
of exchange with various banking centres 
abroad convey no information — ^indeed, these 
details arc Greek to many of the greybeards 
of the Stock Exchange. Briefly the number 
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of people who are possessed of a comprehen- 
sive knowledge of trade balances and the 
exchange of money which they involve is 
extremely small. Altogether, the opening 
paragraphs of the conventional Money Article 
are calculated rather to bewilder than to 
enlighten the ordinary investor. 

Following the money movements come the 
actual changes which have taken place in 
Stock Exchange quotations. Thus one reads 
that — 

Capo Three-and-a-Half por Conls. f('ll Croat 
Northern Deferred showed a sliglit tendency to harden, 
Peruvian Corporation Preforenoe rose Allso])p’a 
Trust Certifi(!ates wok* weak, at a concession of 1 from 
the previous day's closing quotation. 

At times, of course, an investor does happen 
tipon the name of a stock which he knows, or 
in which he is directly interested, but other- 
wise this part of the Money Article conveys to 
him little more practical information than 
was to bo gleaned from the discount para- 
graphs Avhich preceded it. 

Usually some dividend rej)orts follow upon 
the record of market movements, but it can 
only be at rare intervals that the investor 



INVESTMENT KNOWLEDGE 


139 


will come across the half-yearly or yearly 
statement of a stock Avith which he is familiar ; 
because, it miist he remembered, there are 
some 30,000 joint stock companies in exist- 
ence, and the limited space of the Money 
Article only permits of the publication of the 
figiu’es relative to about 1,000 of these in the 
course of a year. 

Next come the weekly traffic statements of 
various English, coloiiial and foreign railways ; 
but, here again, lack of space compels the 
City Editor to compress his information so 
closely as to afford practical guidance only 
to those systematic statisticians who have 
tabulated, for their own information, the 
traffic particulars of the preceding portion 
of the current year, and who have also the 
traffic figures of previous A'cars before them 
for the purpose of comparison. So that 
although it may be pleasing neavs to an actual 
holder of Great Western II ail way stock when 
he reads that his railway’s traffic receipts 
have increased by £1 ,500 for the tenth week of 
the current half-year, yet Ave gi‘eatl;y' doubt 
whether the average inA'cstor is in a position 
to appreciate the effect of this announcement 
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upon his future dividend prospects or upon 
the realisable value of his stock. 

The typical Money Article then concludes 
with a set of tabular matter, giving the price- 
variations of the previous day in the case of a 
limited number of stocks, together with the 
“ marks ” of actual “ business done,” as 
reproduced from the Stock Exchange Official 
List. 

In itself the Money Article is altogether 
excellent, but it is compiled on the unfortunate 
assumption that the average investor is 
possessed of both the leisure and of the in- 
clination to engage in statistical investigations 
on his own behalf. But as the majority of 
investors are active business men with no 
time for such researches, and the minority 
of investors consists of ladies and professional 
men with no aptitude for such arithmetical 
exercises, it follows that the conventional 
daily Money Article fails to enlighten its 
readers save by implication and guesswork. 
For oven the most conventional of Money 
Articles has its regular readers, who dutifully 
plod through its contents, partly from a 
dogged determination to have their money’s 
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worth and partly because few investors 
have the courage to confess that their mental 
digestion is not sufficiently active to assimilate 
the exceedingly strong meat which the average 
City Editor sets before them. 

The perusal of the Money Article becomes 
largely a matter of habit. Having a certain 
amount of money invested in stocks and 
seeing his neighbours poring over the Money 
Article the average investor not unnaturally 
follows suit. He scarcely cares to admit 
to himself that the subject, as therein 
treated, is entirely foreign to him, and for 
the sake of appearances he seeks to mask 
the shallowness of his OAvn knowledge by the 
use of the technical phrases and expressions 
in which the Money Article abounds. We 
particularly remember at one time carrying 
on a long and a most intricate correspondence 
with an investor on the subject of his invest- 
ment list. In order to prove to us the value of 
a certain debenture stoek ho went into the 
most elaborate calculations, based upon traffic 
receipts. Board of Trade Returns, and such- 
like arrays of statistics. Never having had 
the advantage of personally meeting oiu: cor- 
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respondent we almost came to the conclusion 
that we Ayere dealing with a financial expert, 
until one day a small postscrijfi attached to 
one of his letter’s let the cat out of the bag. 
The postscript ran as follows : — “ Would you 
mind explaining in your next what debentures 
really are ? ” 

Here was a painstaking reader of money 
articles whose native shrewdness had enabled 
him, in spite of his ignorance of the elements 
of finance, to string together a plausible but 
fallacious argument which had led him to 
form a wholly erroneous estimate of his stock’s 
intrinsic merit. 

Neither is this want of technical financial 
knowledge a matter concerning which the 
average investor need feel any false shame. 
We have no hesitation in admitting that we 
approach the Commercial Market Reports in 
wondering ignorance. Occasionally, for our oAvn 
personal insti’uction, we have attempted to 
decipher the Special Intelligence from the 
Meat Market, the Corn Market, or the Metal 
Market, and we have puzzled our brains in 
unsuccessfully endeavouring, for example, to 
find an intelligible meaning to the following : — 



INVESTMENT KNOWLEDGE 


143 


English Bcof . . . .3/4 — 3/8 

Scotcli Sides .... 3/10 — 4/- 

Do. Shorts . . . . 4/- 1/5 

We were aware that the retail price of beef 
varies between 8(t. and Is. 4d. per lb., but why 
Scotch sides should be cheaper than shorts, 
and why English beef, which we, in our 
ignorance, had always deemed to be the best, 
should be quoted nearly Is. cheaper than 
Scotch shorts completely passed our under- 
standing. Further, the precise quantities of 
meat represented by the above quotations 
still remain an unsolved mystery. 

And again, of the Seed Market we have 
read : “ Wintry u eather has naturally im- 
parted more life to blue peas and haricot 
beans.” 

Can it be, we hav^e asked ourselves, that the 
population consumes more peas and beans in 
wintry weather ? For this would seem to be 
the only feasible explanation of the above ; 
for neither of these two crops would have 
yet been sown, and therefore the frost could 
not have affected the future supply. 

And of the Metal Market, the special report 
concerning Iron states that : ” Much business 
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has been done in Cleveland, closing 49.s. lid 
cash, 505. one month. Standard Foundry 
405. 6d. cash.” 

To an ironmaster such information is doubt- 
less perfectly clear, but to us it affords no guide 
to the cost of a hundredweight of iron. 

No doubt it is with feelings of similar be- 
wilderment that the average investor culls 
from the Money Article such i ncut gems 
as “ Daira Sanich Ordmary declined to 17|.” 

Having thus reviewed the limited avenues 
of information which are open to the aver- 
age investor, we have often endeavoured to 
compute, at some approximate figure, the 
amount of loss which individual investors 
incur through their lack of a right under- 
standing of investment questions. For it 
must not bo forgotten that money is after all 
absolutely essential to the material comfort 
and well-being of civilised man, and that, 
further, every walk of life, or, rather, that 
success in every walk of life results in the 
accumulation of capital. Be he poet, painter, 
sculptor, actor, doctor, or university professor 
the satisfaction of each man’s ambition is 
tinged with money-making. For, however 



INVESTMENT KNOWLEDGE 


145 


far from the viilgar greed of gain a man’s 
ideals may seem to travel, yet worldly success 
of every sort brings with it the responsibility 
of money, and upon the intelligent investment 
of that money depends the worldly comfort 
of the family and dependants of the most 
exalted of visionaries. 

But intelligent investment implies an 
intimate knowledge of the investment market ; 
for without knowledge no man can hope to 
deal successfully in any market. The snares 
for the unwary are as great amongst Stock 
Exchange securities as they are in any other 
market in the world, and the man who handles 
his hardly earned accumulations without 
knowledge exposes his capital to unnecessary 
danger. The unskilled investor may per- 
chance possess a financial adviser upon 
whom he relies to guide him through the 
quicksands of investment, but such blind 
reliance is at best unsatisfactory, and how is 
the inexperienced investor to discriminate 
between good and bad advice when the subject 
matter of the advice is entirely beyond liis 
comprehension ? 

At the outset of this article we mentioned 

L 
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the danger to which a limited investment 
vocabulary exposes its owner. This danger 
is the gi’eater because it is usually quite un- 
susiieeted by the investor whose familiarity 
with investment stocks is biit small. Con- 
scious that his financial information requires 
to be supplemented by additional knowledge, 
it is not unnatural that a jiaiustaking inv^estor 
should apply himself to the task of perusing 
the Money Article regularly and carefully. 
Herein would seem to lie the path of know- 
ledge, and it would be with incredulous 
astonishment that a financial inquirer would 
receive the statement that nothing so greatly 
tends to warp the judgment as does a syste- 
matic daily course of the Money Article. A 
moment’s reflection would, however, suffice to 
convince him of this important truth. As 
its very name implies, a “ newspaper ” 
exists for the purpose of purveying “ news,” 
and the stocks which provide the most con- 
stant succession of startling and unexpected 
developments are obviously the stocks whose 
careers furnish the best journalistic material. 
But these sensational qualities are the very 
characteristics which, above all, an investor 
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should seek to avoid when selecting securities. 
Stocks which display the smallest amount 
of fluctuation are those which pay the most 
regular dividends, and whoso capital value 
displays the greatest stability : these are the 
securities which an investor should diligently 
search for, and these are, of course, the stocks 
which hardly ever arc Jtientioned in the 
Money Article. Tliis is onl^' reasonable and 
natural, for the Money Article would become 
precious dull reading did it attemi)t to chronicle 
the humdrum existence of the most suitable 
investment stocks. 

In this comicction what is true of stocks is 
equally true of humanity. Your season- 
ticket-holding, church-going, rate-paying and 
altogether exemplary suburban resident is, as 
a rule, a steady money maker. Yet, undeni- 
ably, he would provide a novelist in search of 
a hero with A’ery little material to work upon. 
Consequently the reckle-ss Adonis who wildly 
whirls across a hemisphere in a motor-car, 
accompanied by a mysterious lady in goggles, 
is allowed to elbow the unromantic suburban 
money maker off the bookstalls in the same 
unceremonious fashion as the steady-going 
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investment stock is elbowed out of the Money 
Article by the speculative gambling counter 
whose fluctuations are material for endless 
comment. 

Occasionally it happens that some thor- 
oughly old-fashioned security which habitually 
does not move at all suddenly commences 
to make wild upward and downward 
movements. Thus — for example - for many 
years Hudson’s Bay shares (the Hudson’s Bay 
Company was established in 1670) were never 
mentioned by a single newspaper. In those 
days the stock was non-spec ulative, and re- 
turned a fair rate of interest. Recent develop- 
ments in Canada have raised the j)rice of 
this stock from about £22 a share — at which 
figure it commonly stood — to £92 a share. 
No sooner had this rise commenced than the 
newspapers began to give reports regarding the 
stock daily. Now, let us ask ourselves: Is 
it prudent for any investor to interest himself 
in a stock at over four times the price at 
which it stood a few years ago ? It is possible 
— but not probable — that the present rise 
will be maintained. But, in any case, a 
question of this sort seems to us rather to lie 
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within the province of a speculator than within 
that of an investor. Yet our knowledge of the 
Stock Markets confirms us in the belief that 
five times as many real old-fashioned inves- 
tors have entered their names on the share 
register of the Hudson’s Bay Company during 
the last two years at the present enormous 
price than did so during the preceding ten 
years at the lower price. 

It is in this way that the investor with a 
limited investment vocabulary sets a snare 
for himself, and the pathetic part of it is 
that this man does not realise for one 
moment that ho has degenerated into a 
mere speculator when he purchases a popu- 
lar fancy like Hudson Bays, and he ulti- 
mately bemoans what he is pleased to 
term liis ill-luck if he subsetiuently loses his 
money. 

Every one knows that eager competition 
to buy has a tendency to raise prices, and 
that where there are a few sellers and many 
buyers opportunities of picking up a real 
bargain do not occur. Almost all the daily 
papers in England give — with some local 
exceptions, of course — quotations of the self- 
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same stocks. The whole of the British in- 
vesting public has its eyes concentrated, 
therefore, upon this limited number of se- 
curities. JTow, then, can any one hope to 
pick up anything in the nature of a bargain in 
the midst of this enormous competition ? 
Indeed, it naturally follows that the over- 
eager purchaser Avill find himself possessed 
of a very bad bargain, because, in nine cases 
out of ten, the much-quoted securities are 
the dearest and most unromunerative of their 
class. For those reasons it is quite evident 
that the regular reading of money articles and 
periodical conferences with a stockbroker will 
not prove the high road to permanent invest- 
ment success. 

Having now fully discussed the drawbacks 
of a limited investment vocabulary, let us 
analyse how this state of affairs is to bo 
remedied. To begin with, we should like 
to dispel the only too-pro valent notion that 
understanding stocks is a dilYicult matter, and 
to eradicate the superstition that a lifelong 
experience is necessary to acquire this know- 
ledge. We have, throughout our entire ex- 
perience, always worked upon the principle 
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that a client who does not understand stoeks 
is an additional trouble both to himself and 
to ourselves. We have found that the best 
efforts on our part to improve such a man’s 
investment position have been constantly 
baulked by his erroneously preconceived no- 
tions, and that, altogether, little good could 
be done in the case of a person who is 
ignorant of the first principles of finance. 
Therefore, to every new client we show 
the main elements of successful invest- 
ment. 

In this way, during the twenty-five years 
of our oxperienoo, we have spread a good deal 
of investment Imowlcdge among investors, 
and Ave have invariably found, mth a httle 
goodAvill on the pai*t of the client, that quite 
a short space of time SAifficcs to jnake him 
acquainted with the fundamental principles 
of sound investment. Our experience has 
also taught us that ladies Avuth no business 
experience of any kind usuall}'- grasp the sub- 
ject in an amazingly short time, and eventu- 
ally become quite expert investors after a 
comparatively small amount of study. 

The great trouble with the majority of 
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investors is that they will insist on attempt- 
ing to spell before they have learned the 
alphabet. The alphabet of investment is 
just as simple as the alphabet of a language ; 
but simple as it is, it requires to be learnt, 
and to be learnt thoroughly. By the alpha- 
bet of investment we mean a proper under- 
standing of what a company really is, of what 
dilference exists between the rights and privi- 
leges attached to the various classes of stocks, 
and of how a speculative stock is to be distin- 
guished from a non-speculative security ; also 
by what means it can be ascertained whether 
a particular stock at a given price is cheap 
or dear. When an investor has assimilated 
these preliminary points, the next step is to 
convince him that building up a sound invest- 
ment scheme is very much like building a 
house, and that too much roof and too limited 
bedroom accommodation is as much at fault 
in the one as in the other. The investor who 
simply piles up a list of stocks regardless 
of whether they lit in with each other in 
respect both of quality and quantity is just 
as poor an architect as the man who, desiring 
to build a house, accumulates without calcu- 
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lation a quantity of bricks, stones, mortar, 
and timber, and then commences his edifice 
by building walls of various thicknesses 
without a plan and without a foundation. 

This is a subject on which even experienced 
stockbrokers are curiously ignorant. They, 
like many investors, look upon investment 
results largely as a matter of luck. They 
consider if every individual stock held is safe 
and intrinsically sound that the total result of 
the investment list must of necessity be 
satisfactory. Hoav very wrong they are in 
this respect recent years have proved, for 
even on the soundest Trustee List of invest- 
ments 20 per cent, of caintal loss has been 
recorded during the past few years. 

The harmonious distribution of capital in 
an investment scheme is, therefore, quite as 
important as the preliminary investigation of 
the individual securities. This branch of invest- 
ment knowledge is to be easily acquired from 
a small volume, a few hours reading of which 
wiU explain the right construction of an 
Investment List to the most unskilful of 
financial inquirers. 

When the investor has once grasped, first. 
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the method of selecting individual securities, 
and, secondly, the systematic blending of 
them into a properly balanced investment 
scheme, the subsecpient attention which his 
investments will require will take the shape 
of an interesting sttidy, possessing a peculiar 
fascination of its own for the intelligent in- 
vestor. 

The Financial Review of Reviews contains 
over one hundred pages of tabular matter, 
which win prove very interesting and profit- 
able to all those who have once grasped 
the main outlines of the subject of invest- 
ment. We should advise our readers, after 
having perused this article, to give a 
cursory glance at these tables, and they 
will find, particularly in the commercial 
and industrial section, a mimber of points 
which are bound to prove interesting. They 
will notice that there is a column next to the 
price quotation which gives the yields obtain- 
able from the various stocks at their present 
prices, and that almost every page shows a vast 
difference between the yields obtainable from 
securities which are identical in type. T’lnis 
some Debenture stocks will yield under 4 per 
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cent., whilst others yield ov(^r 5 per cent., and, 
similarly, the yiekl from Preference and 
Ordinary stocks will show similar but even 
greater variations. 

All investors who have taken the trouble to 
learn the right method of eomjiaring one 
stock with another will be able to discern for 
themselves whicii stock is the cheaper, and 
which stock is the dearer. They will then 
refer in their mind to the results whitdi they 
personally are obtaining from their own 
investments, and they will, in this way, be 
in a position to ascertain whether their own 
holdings are the cheapest, safest, and most 
remunerative of their kind. 

No one can do better than tlie best, iind the 
certainty tlmt one’s ea})itaris invested to the 
best advantage ought to give not only a feel- 
ing of satisfaction, but also a feeling of pride. 

The tables contained in the Reviciv should 
prove a ready means of increasing the read<‘r’s 
investment vocabulary, and the greater num- 
ber of names of individual securities which 
the investor adds in this way to his vocabulary 
the more c('rtain he is to enter the ranks of 
the really successful investors. 
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The British investor has had rather a rough 
time of it during the last decade. It is now 
ton years ago since all British securities rose 
to what in reality were fabulous and unten- 
able prices. Yet the rise in quotations which 
took place between 1894 and 1897 was so 
steady and so gradual, and the reasons which 
were put forward in explanation of the move- 
ment were so plausible, that many people 
accepted the j)rice-levo1 which was reached 
during that period as natural. So strongly 
were the majority of Englishmen impressed 
with the conviction that the pinnacle-prices 
of 1897 were reasonable that even now they 
are to be found expressing surprise and indig- 
nation at the very natural reaction which has 
succeeded to that bygone period of inflation. 
Yet, whilst the boom of 1897 was at its height, 
no analytical student of finance believed for 
one moment that such a price-level could 

IM 
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possibly be maintained. Some idea of the 
recklessness of this gigantic rise may be 
gathered from the fact that stocks like Lan- 
cashire and Yorkshire Railway Ordinary had 
risen from 102 to 156, Metropolitan District 
5 per cent. Preference from 78 to 120, 
London and South-Western Railway De- 
ferred Ortlinary from 60 to 98, Manchester 
Corporation 4 per cent, from 129 to 152, 
Bass’s Brewery 5 per cent. Preference from 
124 to 156, and Vickers, Son and Maxim 5 
j)er cent. Preferred from 103 to 134. Natur- 
ally enough this enormous rise in prices had 
reduced the jneld from all classes of British 
securities to a level which was too unremunera- 
tive to be permanent. 

In the natural course of events a reaetion 
set in, and the rebound unfortunately has 
so far outstripped the rise that to-day 
some of the best and most cherished 
British investments are selling at figures 
which are materially lower than the low 
records of many decades ago. In fact, the 
present position of first-class Home invest- 
ments is regarded by the majority of English- 
men as nothing short of a national disaster. 
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If, hovvcvei', the controlling influences 
both of the rise and the subsequent reaction 
are iixvestigated, it will be seen that the 
position which British inv'cstinents occupied 
was, ii]) to a few years ago, an exceptional 
one. First of all, it must be remembered 
that the important stocks of nearly every 
other country in the world except Great 
Bi'itain enjoy considerable investment popu- 
hulty amongst investors who belong to other 
nations. British stocks, with the exception 
of a very fo\\', are exclusively held by British 
investors, so that the reduction in capital 
value of llritish securities falls almost entirely 
upon the Bi-itish people. But this is only 
pail} of the trouble, for whilst a great many 
foreign investors have habitually split up 
their investments among various nations, 
there is a very large- one may almost say 
predominatijig — ^number of llritish investors 
who up to a few years ago entirely eschewed 
foreign investment in every shape or form. 

It is upon these people that the burden of 
the loss has fallen, and these are the people 
who feel the present position most keenly. 
During the pfist few years this state of affairs 
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has changed considerably, and the British 
investor is now beginning gradually to appre- 
ciate the truth that an international distribu- 
tion of investments is the only way in which 
capital safety is to be attained. The gradual 
spread of this belief has to a certain extent 
aggravated the fall in British securities, and 
has tended somewhat further to weaken the 
market for English investments, thus helping 
to bring about the present state of affairs, 
which is typified by the unwelcome fact 
that Consols are selling at 85. Not so very 
many years ago Consols were selling at 113. 
The difference between the two fluctuations 
amounts to 28 points — truly a large reduction 
in the selhng value of so fine and so safe a 
secirrity. 

Some thoughtless people are inclined to 
compare prices alone, forgetting all about 
the question of yield. Consols used to pay 
per cent, in 1896, when the first record 
highest prices were reached. They now pay 
2| per cent. only. The reduction in yield 
is tantamount to a reduction of £9 5s. in 
capital value. Therefore, although it seems 
that Consols have fallen 28 points, yet, if 
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true values are compared with each other, 
they have really only fallen 19|^ points. There 
is a vague idea prevalent that the price of 
Consols indicates the standard of the credit 
of the British nation. This, I venture to 
submit, is an absolutely erroneous Avay of 
approaching this subject. It is, of course, 
quite impossii)le to ajApraiao the real safety of 
any Government Stock, as a Government 
Stock is, after all, only a promise to pay 
without any special collateral security for 
principal and interest being offered. It is 
true that in the case of Powers of the third 
class sometimes special hypothecations are 
made to the nation’s bondholders, but the 
mere fact of stich hypothecations beitig re- 
quisite indicates a want of natioruil credit. 

When the respective amounts of credit 
which various nations enjoy are considered, 
there are only a very few Powers which can be 
mentioned in comparison with Great Britain, 
viz., perhaps, France, Germany, and the 
United States. As a merchant’s credit is 
measured by the discount which he has to 
pay when melting his paper into money, 
similarly the only way to measure the esteem 
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in which the credit of a nation is held 
is to compare tho rate of yield afforded 
by its Loans with tho yield obtainable 
from tJie Jjoaiis of other Powers. I have 
accordingly prepared a table showing the 
yield of tho Government Stocks of Great 
Britain, tlie United States, France, Prussia, 
Austria, JtaJy and Russia at their present 
rilling quotations : — 


Lowest Pbices of National. Securities in 1907 and 

COMPAllATTV E ViELDS. 


— 

Lowost 





Issuing Nation. 

Prici^ 

Urtto % 

Yield 


ill 1007. 







£ 

s. 

d. 

Great Britain 

m 

2i 

2 

19 

3 

United States 

129 

4 

3 

2 

0 

Prance 

93 

3 

3 

4 

6 

Prussia 

95 

3i 

3 

13 

8 

Italy 

100 

5 

4 

0 

0 * 

Austria 

97 

4 

4 

2 

6 

Russia 

77 

4 

5 

3 

11 


* Italian tax of 20% tlodiioted. 


It will bo seen that in this list Great Britain 
takoiS the lead with a yield of £2 19^, per cent., 
the United States are a good second with the 
low yield of £3 2s. In lYance so much as 
£3 46'. (id. per cent, is paid, whilst Russia, 

M 
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which, owing to unfortunate wars and pohtical 
complications, has so sadly impaired its 
national credit of late, foots the list with 
£5 35. 1 Id. per cent. How fickle national 
credit really is can clearly be seen by the 
present yield of Russian Stocks. Only a 
short time ago such a yield would have been 
considered impossible, and yet here it is a 
live fact. 

The Government. Loans inchided in the 
above table, jjay various different rates of 
interest. For this reason it is impossible, 
without reducing the interest paid to a com- 
mon denominator, to see clearly how the 
respective prices of the several stocks compare 
in reality with each other, from the point 
of view of income-yield. 

To meet this difficulty T have imagined that, 
prior to 1870, all the Governments mentioned 
in the table following had adopted an 
uniform rate of 3 per cent, as payable on all 
their loans, without thereby affecting the yield 
they afforded in any way or at any time. In 
this way I have reduced the average market 
prices ruling during the years included in the 
table to a uniform standard. The resulting 
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figures can now be fairly compared one with 
another, as they are based on the actual 
standard of yield which did prevail. By 
this means the figures arrived at disclose the 
only true comparison which can be made 
between the resjjective price-levels at which 
these various loans Avere actually dealt in. 
Table showing the real comparative \'alue, prom 

THE POINT OF VIEW OF YIELD, OF THE STOCKS 
INCLUDED THEREIN. {Tlic average price ruliiig 
in each year included in the table han been taken as 
the standard of valm for that year ) ; — 

, ' . . . ’ 14. !• . l{,a''sUm United 

French An-Uian Prii'-an Jta Iran states. 

4°o Oold dtVo tJ/o 40/ 40' 

Rentes. ' Rentes, j Uonsols. Rentes. ' Donds. 

Yearly Tnces reduced to the basis ol a uaifortii 3 ^interest raU . 

50g ! — 

421 i 

83 541 

78J I 641- 
90| I 70 .^ 
lOOj ; 76.V 

lOli I 771 

103J 77.4 

101 76 

90i 1 741 

100 73 

101 741 

100 76 

98 '76 

96 75 

984 75J 

971 741 

95 75 

* Last lino represents present price on 3‘’o basis, 
t Italian tax increased from 13*20% to 20%. 



Year. 

threat 
Britain ; 
2i% 

Consols. 1 

.... 

Average 

iSyo 

«74- 1 

i8y5 

!)3J' 1 

1880 


18 S 5 

90 

iSgu 

lOli- 

1895 

nr>i 

J896 

119 

1897 

123i 

1898 

120 

1899 

114 

1900 

109 

1901 

]0.3i 

1902 

104 

1903 

108i 

1904 

105i 

1905 

I07i 

1906 

106 

*1907 

102 

L_ . 
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This table clearly shows the relative posi- 
tions of the financial credit of the countries 
included therein : and it will be seen there- 
from that throughout nearly the whole of the 
period English credit led the way. During 
the years 1901 and 1902 the eredit of the 
United States stood shghtly higher, but this 
was principally owing to the legislative enact- 
ments relative to Bank Reserves ^nd Govern- 
ment Bonds which exist in the United States. 
The position, however, was soon reversed, 
and English credit again resumed the lead. 
A careful study of the figures contained in 
this table I recommend to all who are in- 
terested in the question of International 
credit. The table clearly establishes the fact 
that English credit still occupies the premier 
position. 

We see then that 102 is on a three-per-cent, 
basis the equivalent of the present current 
price of Consols, namely, 85. Now let us con- 
sult past financial history in order to discover 
how often Consols, when they actually were a 
3 per cent. Stock, ever did stand at 102, and 
if 102 is such a very low valuation. The 
very first time that Consols ever went over 
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par after their conversion to a 3 per cent. 
Stock in 1844 was in 1852, but that price was 
not long maintained. The Stock soon fell 
again to 85 ^ during the Crimean War in 
1854, then gradually recovered until it be- 
came very steady in the ’seventies, and it was 
not until 1880 that the price of over par was 
again recorded. The price then fell to 941- 
in 1885, and as a matter of fact there are 
only three years in the whole history of Consols 
in which at one time or another they were not 
purchasable below par. 

The above facts will perhaps seem startling 
to some of my readers, yet they remain facts 
all the same, although there does seem to be 
an impression amongst investors that speak- 
ing generally 3 per cent. Consols used habi- 
tually to be quoted over par. 

As I have already stated, 3 per cent. Consols 
would now have been selling at 102, if only 
there had been no conversion on to a 2^ per 
cent, basis. The question then forces itself to 
the front whether or no the late Lord Goschen’s 
conversion scheme was a well-conceived idea. 
If the history of Government Stocks generally 
is taken as an argument, this scheme certainly 
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was well conceived, because all countries 
of the world were gnidually redxicing the 
rate of interest they wore paying on Govern- 
ment Loans, and why shoxjld not England 
do so too ? especially as since 1844, or 
for a period of over half a century, no re- 
duction in interest had taken place. If con- 
ditions had remained the same, and if the 
world's trade had not so vastly altered during 
the last decade. Lord Goschen’s conversion 
scheme would have certainly been justified. 
The world’s trade has increased enormous- 
ly, but of that increase the United States 
and Germany have taken the lion’s share ; 
and although Great Britain’s trade con- 
tinues to grow, the growth is comparatively 
small. Moreover, the esteem in which foreign 
securities are held by English investors 
has materially grown. These changes Lord 
Goschen could not foresee. But it can 
hardly be laid to his charge that as (Chan- 
cellor of the Exchequer he failed to provide 
for the unforeseeable. 

I enlarge upon the subject of the financial 
development of the world’s trade, during the 
last decade, at some length in the introductory 
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chapter of “ The Investment of Trust Funds ” 
— a fact which I mention because it is impos- 
sible in tlie limits of this article to deal in any 
way adequately with it here. I may, however, 
mention one salient fact : that whilst for- 
merly British Government Loans formed 50 
per cent, of the loans of the whole of the world, 
they now only amount to 10 per cent, of the 
world’s Government Loans, wliich, taken 
together, amount tosjcvEN tiioitsand millions 
STERLING. Half a century can only bo con- 
sidered a very short time in the life of a nation, 
but in the liistory of finance the last half- 
century has proved to be an ojmeh-making 
period. It is only about fifty years ago 
that the Limited Liability Act was passed and 
the Limited Liability System began gradually 
to creep into popularity all the world over. 
The amount of money represent ed by all the 
limited habihty companies of the world would, 
if the figure could be ascertained, amount to 
some FIFTY THOUSAND MIILIONS STERLING. 
Some years ago British stocks were the only 
stocks which were regarded as really safe. 
Now, owing to the general enlightenment on 
financial questions, the former bogie of foreign 
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investment risks has almost entirely disap- 
peared. Stocks, in fact, arc now regarded 
by investors very much as Bankers’ Drafts 
are regarded in the Discount Market, and 
whether the bank is situated at Pernambiico, 
Kamschatka, Vladivostock, London or Paris, 
the discount rate at which it can place its bills 
remains practically the same, provided the 
bank is of first-rate standing. Nowadays 
investors do not ask where a stock is situated, 
they simply ask whether the stock is safe, 
sound and non-speculative. This altered at- 
titude on the investment question has brought 
British stocks into direct competition with 
stocks situated in every quarter of the globe, 
and the comj)ctition has been enhanced by 
the fact that it is beginning gradually to bo 
realised that only a Geographical Distribution 
of Capital can produce real capital safety. 

Now, let me explain how this competition 
works out in practice. In the last issue of the 
Financial Re.view of Rcfinews there was an artich 
explaining the solidity of the jwsition of the 
4 per cent. Bonds of the Land Mortgage Ban! 
of Hungary. This article proved to me — anc 
it seems to have had the same effect upon th< 
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British Press and British Public — ^that it is 
indisputable that these Bonds are as safe, both 
as to capital and income, as any sccnrity in 
the world can possibly be. What then has been 
the effect of this discussion of the merits of a 
gilt-edged stock of high yield upon the English 
Investor ? The holder of, say, London and 
North-Western Debenture Stocks, or any first- 
class British security, has said to himself, 
“ Why should I continue to hold British 
stocks when I can get as good a security, 
which will yield mo from i per cent, to 1 per 
cent, more than my present stock does ?” 
And in thus reasoning the investor has taken 
a perfectly logical line. Because, however 
patriotic a man may be, it clearly is no duty 
of his to devote his private fortune to prop- 
ping up the price of Home Investments. 
Indeed, exhaustive jiarticulars of first-class 
foreign investments arc at present being most 
eagerly considered by all those British inves- 
tors who are desirous of improving their 
capital-safety and income. They are now 
daily discussed in the Press and compared 
with the results obtainable from British 
securities. Such a standard of comparison 
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having once become prevaleiit, is likely to con- 
tinue, with the result that the artificial sup- 
port which Home Investments have hitherto 
enjoyed, owing to the circumscribed horizon 
of the British investor, is rapidly being with- 
drawn. And no moans legislative or other- 
wise, suggest themselves by wliich the former 
state of affairs could be re-established. For, 
so far, almost every combination which has 
been engineered to njdiold or depress the 
price of any great commercial commodity arti- 
ficially has failed ; and, as artificial support 
has failed to permanently enhance the price 
of commodities, so is a temporary demand 
equally doomed to failure in the maintenance 
of a false price of stocks. For a clear example 
of this we have not far to seek. 

Contemporaneously with the date of the 
last Conversion of Consols the Government 
broker paid an almost daily visit to the Consol 
Market, whore he openly bid for stock on 
behalf of the Government, with the con- 
sequence that Consols rose to 113. This arti- 
ficial price lasted for some three years. As 
no special enactment appears to have been 
contemporary with this unusually large de- 
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mand for Consols on the part of the various 
Government departments, and as the published 
figures of the Post Office Savings Bank, etc., 
do not disclose any abnormal rise in the amount 
of public deposits which would have justified 
such a demand, I can only come to the con- 
clusion, more especially as no official ex- 
planation has ever been given of these mysteri- 
ous purchases, that the Government of the 
day, in their anxiety to make their Conver- 
sion scheme a success, strained every effort to 
support the Consol Market artificiixlly. But 
when tliis unusual demand for Consols grad- 
ually tapered off the price of Consols once 
more slipped back to the basis of par for a 
3 per cent, issue. 

It may be urged on patriotic grounds 
that British capital should be kept in this 
country and utilised for the purpose of raising 
the price of Homo Securities, rather than that 
the foreigner should be allowed the use of it. 
This, however, is impossible, as the trend of 
time cannot be stopped, and a certain train 
of thought having once been started cannot be 
hindered in its progress by Act of Parliament 
or otherwise. Further thought on this sul)- 
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ject will indeed incline the intelligent investor 
to take the view that the foreign employment 
of British capital is a positive national benefit. 

England as a nation depends for its food 
supplies almost solely upon the foreigner. This 
food supply has to be paid for : it is at 
present being paid for to a great extent by the 
export of manufactured articles. But let it 
not be forgotten that, whilst England in 
regard to international trade held somewhat 
the same position as Consols in respect of 
investments fifty years tago, this j)osition 
is being gradually altered, and all the nations 
are gradually increasing their commercial 
activity. To give a homely example; let 
us imagine all the nations to be brothers, 
England, as it first gained the bulk of the 
world’s trade, being the oldest of them. 
Whilst the younger brothers were grow- 
ing up, the eldest brother was increasing 
in age, and although the eldest brother had 
matters all his own way whilst the other 
were minors, they have now grown to ma- 
turity and are steadily becoming keener 
competitors. Not for one moment do 
I wish to suggest that England is losing 
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ground : far from it, English exports are daily 
increasing. But what I do wish to make 
clear is that the exports of other countries 
are increasing also, and, as Mr. Schooling 
very ably proves in an article which I had 
the advantage of reading prior to writing this 
argument, England’s share of the world’s 
exports used to be 18 per cent, seventeen 
years ago, and has now fallen to considerably 
under 13 per cent. Here, again, we are face 
to face with a progress which no power in tliis 
world can stop. This progress makes it in- 
evitable that English traders must make up 
their minds to meet keener and keener compe- 
tition as the world grows older. The British 
nation will always be under the necessity of 
paying for its food supplies. It now does 
this with the proceeds of the manufactured 
articles which it exports — will it be able to 
contiuiie to maintain this j)osition for cen- 
turies to come ? This is a matter of grave 
doubt. 

Under these circumstances would it not 
be wise to lay up provison for a rainy day, and 
is it not well advised so to arrange our invest- 
ments as to enable us to pay for our food 
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supply with tho interest on the capital we have 
lent to foreigners ? This is really what every 
British inv^estor is helping to do who uses his 
money in purchasing foreign investments. 
Surely, after all, this is not so basely un- 
patriotic. The time luvs gone by when 
British securities can be compared solely 
with each other, and the new era compels 
attention to the investments of other na- 
tions. Whilst tho predominating sway of 
British securities remained almost unchal- 
lenged, the prices ruling prior to tho present 
fall might perhaps have been to a certain 
extent justified, now they certainly are not. 

I have for tho last ten years persistently 
advised the sale of flonsols and the sale of 
all first-class British securities, as I foresaw 
to a certain extent what was likely to hap- 
pen. It is useless to look back upon the 
price-records which ruled during the three 
years of mania — if I may call them so — dur- 
ing which Consols stood at 1 1.*}. The con- 
ditions on which the quotations of that date 
were based have disaijpearod for ever, and a 
new basis of value now controls quotations. 
Yet it is idle to lament needlessly over the 
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fact that Consols stand at 85, and it is 
foolish to attempt to argue from this fact 
that British National credit is on the wane. 
As I have shown in the introductory part 
of this article, British credit holds its old 
supremacy as it has done ever since people 
first began to invest their money in loans and 
Joint Stock euteiprises. I feel convinced that 
this present state of affairs will continue for 
some time to come, but perhaps not long 
enough for the real old-fashioned British 
investor to realise the comjjetition which ho 
now has to face. Whethei- the value of money 
will increase or decrease in the future no man 
can possibly foretell. It is really on the value 
of money that the international standard of the 
value of investments depends, and the fact is 
now generally dawning upon investors, that it is 
only by basing capital safety upon the world’s 
trade, and by not depending upon the trade 
of any individual country, that sixch perfect 
capital safety can be achieved as is at all 
times and under all circumstances to be re- 
lied upon. 

The lesson to be learnt from recent finan- 
cial developments is that the standard of 
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measurement of British national loans is no 
longer other British stocks of lower grade, 
but rather the national loans of other powers. 
At the present day, when Consols at 85 are 
judged by this standard, it will be found 
that this stock is standing above rather than 
below its true comparative value. 

In short the actual position seems to be 
this ; — ^It is idle to look for a recovery in Con- 
sols inasmuch as tliat Stock already stands 
at a level which, had the Stock not been con- 
verted to a 2|- per cent, security, would be 
the equivalent of 102 on a 3 per cent, basis. 
Such a price is decidedly high, and therefore 
it is clear that it is a confusion of terms to 
debate whether or not a security standing at 
a decidedly high level can be expected “ to 
recover.” Consols, then, cannot recover 
because their current price is exceedingly 
adequate, and because even now, when the 
superficial observer regards the stock as 
excei)tionally depreciated, its current price 
shows that English national credit is well 
maintaining its supreme position. 



Our Unjust Taxation and its 
Remedy 

An open Letter to the Chancellor oe 
THE Exchequer. 

Sir, — 

The growth of the rate of National Expen- 
diture is continuous year by year. Without 
taking into account the temporary increase 
caused by the South African War, the ex- 
penses of the nation are steadily expanding. 
Owing to the colossal shipbuilding pro- 
grammes of foreign Powers our present navy 
estimates can scarcely be reduced : indeed, 
during the next ten years, if we are to keep 
pace with the projected naval jvrmaments 
of the rest of the world, it is inevitable that 
our future naval expenditme shall be upon 
a scale considerably larger than hitherto. 
Under these cireumstanees the calculation 
is justifiable that Budgets of approximately 
120 miUions are likely to remain permanent. 

177 K 
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It would, therefore, seem timely to examine 
whether the present system of taxation is 
adequate to provide the apparently indispen- 
sable amount of National Income or whether 
the enormous increase in the amount requisite 
does not call for an entire re-modelling of the 
present system of taxation. 

Simultaneously with the increased expen- 
diture a Democratic Avave is rising, and 
financial provision will have to be made for a 
number of measures, such as Provision for 
the Unemployed, Old Age Pensions, the 
Housing of the Working Classes, and other 
schemes involving large expenditure. Every- 
thing, in short, points to the fact that a 
general broadening of the basis of taxation 
is inevitable. For these reasons it is re- 
quisite, first of all, to review the present 
system of taxation, and to analyse how far 
the rich and the well-to-do contribute to the 
National Exchequer in comparison with the 
poorer and humbler classes of the population. 
Secondly, it will be desirable to show how, 
by the adoption of a more scientific system 
of taxation, all classes of the population 
might be so brought into line, that each class 
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would bear its fair share of the national bur- 
den, whilst an adequate sum would be raised 
to furnish means for the nation’s growing 
requirements. 

It is not proposed to criticise here the 
national expenditure in any way whatsoever, 
but to confine this argument solely to the 
gross income of the country, for the raising of 
which the executive government is responsible. 
For this purpose the National Revenue has 
been grouped into tliree main divisions. All 
figures are stated roundly, so as to dispense 
with unnecessary detail ; and in order that 
the broad facts may not be obscured by 
immaterial complications. The three main 
divisions, after taking off the already abolished 
Coal Tax, are as follows : — 

The Present National Incohk. 

1. Items imid almost exclusively by the 
well-to-do — 

Income Tax, Estate Duty, Game, 

Dog, Carriage and Armorial Licences, 

and the tax on male servants . £52,260.000 

II. Items ‘paid by all classes of tJie 'popu- 
lation — 

Customs and Excise Duties . . 67,000,000 
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III. Itfma ivhich are partly beyond the 
control of Government and partly of 
minor importance — 

Post and Tcicgrapli Service, Crown 
Lands, Suez Canal Shares, Stamps, 

Land Tax, Inhabited House Duty, 
and all other items not included in 
Groups I. and II. ... 35,250,000 


Total Revenue collected . £154,500,000 
Less amount paid to Local Authorities 1 1,000,000 


Leaving the available Imperial 

Revenue £143,500,000 


Item III., £35,250,000, I do uot propose to 
discuss hereafter. It may therefore be oppor- 
tune here to state in detail that it is made up 
as follows : — 

Post and Telegraph Service . . £21,425,000 

Crown Lands, Recciix^ts from Suez 

Canal Shares and other Loans . 1,618,000 

Stamps, Land Tax and House Duty 

and Miscellaneous , . . 12,207,000 


£35,250,000 


The Government can but slightly influence 
the receipts derived from the Post and Tele- 
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graph service and the Stamp Duty. These 
are paid directly or indirectly by all parts of 
the population in proportion to the personal 
benefits they derive from their use. The 
Land Tax and House Duty do not appear 
capable of expansion, as land values are falling 
and houses are already overburdened by 
Municipal Taxation. These, therefore, call 
for no attention at the hands of a reformer. 

There are now left for consideration the 
other two main items, namely : — 

I. Amount paid exclusively by the 

well-to-do . . . £52,250,000 

II. Amount paid by all classes 67,000,000 


£119,250,000 

Next let us determine in what proportions 
this total of £119,250,000 ought to bo con- 
tributed by the different classes of the popu- 
lation, and then let us ascertain how in fact 
this sum is raised at present. Unfortunately 
the statistics furnished by the Government 
are most inadequate, and to a certain extent 
it is only possible at times to rely upon con- 
jecture. The following three main figures, 
however, are adopted by most political 
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economists as con’ect : they are the result of 
the most careful research and calculation, so 
that they may be taken as being so approxi- 
mately accmate that the existence of any 
small discrepancy between fact and estimate 
would not alter the broad result arrived at : — 
The population of the United Kingdom is 
taken to bo 44,000,000, and it is estimated 
that of these 5,000,000 are the rich, the well- 
to-do, and the moderately well off — in brief, 
all those who are income-tax payers, upon 
whom estate duty is levied, and who take out 
dog, carriage, and other establishment licences. 
It is not asserted that all persons included 
amongst the 5,000,000 rich are living in com- 
fortable circumstances. It is admitted that 
a curate with an income of say, £200, and a 
wife and children to support would be classed 
as rich ; this, however, is the weak point of 
a system of direct taxation. Allowing for 
6,000,000 as woU-to-do, there remain 39,000,000 
of the population Avho pay no ineome-tax. 
They are the work-people in trade and com- 
merce whose incomes do not exceed £160 per 
annum, the labourers, the poor and needy. 
Here, again, it is not implied that many per- 
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sons in this latter category are not infinitely 
better off than many included amongst the 
well-to-do. These are the facts as to the 
population and income classification of the 
United Kingdom. 

The income earned by the individuals, 
comprising the nation, is computed by most 
political economists to stand noAv at 2,000 
millions per annum, and very careful investi- 
gation shows that this income is divided as 
follow’S : — 

6,000,000 Rich and vell-to-do enjoy 

the ineonie of . £1,100,000,000 

39.000. 000 Workpeople and poor earn 

the income of . , 900,000,000 

44.000. 000 £2,000,000,000 

The fact that a nation’s most valuable asset 
is its population, without which its natural 
resources are valueless, should, in strict equity, 
entitle the man Avith a family dependent upon 
him to some remission of taxation. But, as 
all systems of taxation must of necessity be 
based upon income regardless of the indivi- 
dual’s domestic responsibilities, let us see 
how £119,250,000, here reviewed as the sum 
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now raised by taxation, should bo collected. 
Calculated on the basis of income, 

Tlio 5,000,000 Rich who receive 1,100 

millions should pay £65,587,500 

The 39,000,000 Poor who receive 900 

millions should pay 53,662,500 

44,000,000 2,000 £129,250,000 


The division of taxation on the basis of 
income regardless of domestic responsibilities 
is admittedly unfair, and it Avould bo more 
reasonable if the rich contributed at least 70 
millions and the poor 49 millions of the sum 
annually raised by taxation. But let us con- 
tent ourselves with the division of taxation- 
liabiUty calculated strictly in accordance with 
income as set forth above, and let us see how 
far this mathematically correct division is 
carried out in practice. But we find that in 
practice the division of taxation on the basis 
of income, which in itself would unduly 
favour the rich, is still further warped in 
favour of the well-to-do by the system of 
taxation which actually prevails. The rich 
pay:— 
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Income Tax, Estate Duty, 
and LiooiK‘e.s . . £52,250,000 

One-cightli of Customs 
and Excise . . . 8,375,000 

£60,025,000 

The poor pay : — 

Seven-eiglitlis uf Customs 

and Excise .... 58,625,000 


£119,250,000 

Whereas, if the above calculation as to the 
respective incomes of the two classes is 
assumed to be correct, their respective con- 
tributions to the National Revenue should bo 
as follows : — 

Five millions of Well-to-do Persons 
should pay on £1,100,000,000 in- 
come £65,587,500 

Whilst they actually do pay only 60,625,000 


The Rich, tlicroforo, escape paying 
tlieir minimum share of taxation 
to the extent of . . . . £4,962,500 


Thirty -n ino mill ions t)f the poorer classes 

should pay on £900,000,000 income £53,662.500 
Whilst tiny actually do pay . 58,625,000 


The Poor, therefore, appear to be over- 
taxed to the extent of . • . £4,962,500 


These caloulations^’so clearly show that a 



186 INVESTMENT PEACTICALLY CONSIDERED 


heavier burden of taxation should be laid on 
the shoulders of the well-to-do, and that at 
the same time the load of the poorer classes 
should be reduced in like proportion, that it is 
obviously essential to examine whether these 
figures are based upon any miscalculation. 
To begin Avith, it would seem certain that 
there are 5 millions of well-to-do and 39 
millions of the poorer classes, for nearly all 
economists are agreed on this point : they 
also agree that the distribution of income is 
as nearly as possible to the poorer classes 
and to the well-to-do. These figures have 
been subjected to so frequent and to so close 
a scrutiny that it seems unlikely that any 
miscalculation can underlie them. Therefore 
the only point, upon which a miscalcidation 
might have crept in, is as to whether the 
amount collected, under the present system 
of raising Imperial Revenue, is fairly divided 
between the two main divisions of the poj) illa- 
tion. 

The Revenue derived from the Postal and 
Telegraph Services, the Crown Lands, and 
the national bolding of Suez Canal shares 
can scarcely be considered as taxation. 
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therefore these may be left out of the calcula- 
tion. But the Revenue from Stamps, Land 
Tax, Inhabited House Duty, and miscella- 
neous items has been assumed to be borne in 
equitable proportion by all classes of the 
population so that these matters require no 
further consideration. It may j)ossibly be 
argued that this assumption is rather in 
favour of the poorer classes : this may to 
some extent bo the case, but the unevenness of 
the proportion can be in no degree important, 
and cannot be considered to redress the 
inequality of nearly five millions set forth in 
the preceding calculations. 

The next point for inquiry is n'hether it is 
fair that the Cxistom and Excise Duties should 
be divided in the porportion of one-eighth 
amongst the well-to-do and seven-eights 
amongst the poorer classes. These two items 
of Revenue are made up of duties on beer, 
spirits, sxigar, tea, cotfee, tobacco, wine, raisins 
and other kinds of dried fruit, and of the 
charge for licences to deal in these dutiable 
articles. In fact, taxation is levied exclu- 
sively on the main articles of consumption, 
which are used by rich and poor alike, and 
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those are assessed for taxation — ^with a few ex- 
ceptions which will be considered later on — 
upon the quantity and not the value of the 
article consumed. This is whore an injustice 
is done to the poor man : because, however 
rich a man may be, he does not take more 
sugar in his tea, than does the poorest labourer, 
and quantitatively he does not consume more 
tobacco than a healthy navvy ; whilst his 
consumption of alcoholic beverages has lately 
decreased rather than increased in quantity. 
So that, to arrive at a correct estimate of how 
this tax is divided between rich and poor, 
it would be fair to accept a purely numerical 
division between the rich and poor portions 
of the population : that would be to divide 
their respective contributions in the propor- 
tion 4 \ to ^heir numbers being respectively 
5 millions to 39 millions, as explained above. 
But by way of allowing for a more liberal 
consumption of dutiable articles by the rich, 
their share has been calculated at ^ as against 
^ the share of the poorer classes, whereas 
when calculated on the basis of their numbers, 
the rich would only be credited with paying 
I of this tax. Allowance has thus been made 
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for a possible less economical consumption 
on the part of the well-to-do by crediting 
them with the payment of -g- of it, and these 
estimates of consumption, therefore, appear 
to represent as accurately as possible tlie 
actual facts. 

Objection might be raised to these estimates 
of the amounts of duty respectively paid by 
the rich and the poor on the ground that the 
articles consumed by the rich pay a heavier 
Import Duty than do those consumed by the 
poor. To some small extent this is true in the 
case of cigars, cigarettes and manufactured 
cocoa, but, when the actual figures of this 
difference in Duty arc examined, it will be seen 
how insignificant it is. Thus the duty on 
cigars is 66*. per lb., on cigarettes 4<?. lOd. per 
lb., and on raw tobacco only 3s. per lb. But 
whilst the total amount of tobacco of all kinds, 
imported during the year ending December 31, 
1907, amounted to 98 million pounds in 
weight, and the Import Duty on tliis quantity 
amounted to over 15 million pounds ster- 
ling ; yet it is a noteworthy fact, upon which 
I shall comment in greater detail later on, 
that of this 98 milhons of pounds weight 
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of tobacco only 2 millions of jiounds weight 
consisted of cigars, cigarettes, and snuff, and 
that the Duty on this M^hole quantity of manu- 
factured goods only produced slightly over 
half-a-million sterling, or about one-thirtieth 
of the entire amount of Duty levied. The 
Duty raised on Manufactured Cocoa is con- 
siderably under £100,000, a sum almost too 
insignificant to inquire into. So that it will 
be seen that the contention that the rich con- 
tribute comparatively per head of the popu- 
lation a very much larger proportion to 
Revenue in the shape of Customs and Excise, 
is absolutely baseless. Wine has been left 
out of the calculation for the simple reason 
that the Duty on Mfine is relatively far 
lighter than is the Duty on Beer. It may 
be stated roughly that on a quart bottle of 
champagne costing, say, 1()6-. fid, a duty of 
l\d. is levied, whilst this same duty of l\d. is 
charged upon only the value of 2iS‘. 2d. in even 
beer of the lowest quality. Furthermore, 
whilst Beer produces tliirteen millions sterling 
of Revenue, and Spirits twenty-two millions, 
the Revenue derived from Wine amounts only 
to one and a quarter millions sterling. Here 
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again the rich man’s contribution to the 
National Revenue is comparatively paltry — 
a fact to which I shall also recur, later on, 
as worthy the consideration of a reformer of 
taxation. 

We have now closely investigated the 
present methods of raising Imperial Revenue, 
and we have arrived at the following main 
conclusions : — 

I. The well-to-do classes contribute 
under 01 millions sterling, whilst they 
should contiibute at least 65|- millions. 
The poorer classes contribute over 58^ 
millions sterling, whereas they should con- 
tribute a maximum of 53| millions of the 
total amount of Revenue here analysed. 

TI. The remaining 35|- millions col- 
lected are to a very large extent beyond 
the reach of legislation, are not capable of 
expansion, and are fairly divided amongst 
the various classes of the community. 

These two conclusions make it patent that 
the present methods do not work satisfactorily. 
Next let us endeavour to formulate a prac- 
tical scheme for raising Imperial Revenue, 
whereby the existing inequalities of taxation 
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could be remedied, and adequate proWsion 
made to meet the nation’s growing ex- 
penditure. 

At the outset it is obvious that no additional 
burden ought to be laid upon the 39 millions 
of peojde who are the poorest part of the 
population. Already their lot is by no means 
enviable, and a heavy duty is now levied 
upon their small and only luxuiies, namely 
beer and tobacco, tea, sugar, and currant cake. 
Any tax placed upon staple articles of con- 
sumption falls upon the poor to the extent of 
seven-eights of the total Heveniie so raised. 
Therefore, it is clear, that justice demands 
that no additional llevmnue shall be raised in 
this direction. 

The situation makes it requisite that the 
well-to-do should bo taxed to a greater extent 
than they are at present. To tliis they will 
cheerfully agree, so soon as they realise that, 
at present, they ait) not contributing their 
fair quota to the National fie venue, ft is 
true that the rich form the great majority 
of the govoring class, but England’s governing 
class can justly claim that they have never 
attempted to evade bearing their full share of 
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National Expenditure. Indeed, to their credit 
bo it said, the rich at present voluntarily contri- 
bute over ten millions sterling per annum 
to public charities, besides numberless private 
benefactions of which no record is made, and 
of which no estimate is possible. It is only 
essential that the form in \\hich additional 
taxation is raised should be fair and equitable, 
and that al)ove all things, it should not entail 
an additional burden upon those wiiom, for 
want of a better classification, I must describe 
as the poor-rich. But to enable the well-to-do 
to contribute more liberally to the National 
Revenue, atid at the same time, in a manner 
unoppressive to them, is a problem the solu- 
tion of which does not seem possible so long as 
the present basis of taxation remains in force. 

It has already been shown that it is idle to 
attempt to make an inroad upon the rich 
man’s purse by imposing duties or taxes on 
staple articles of consumption, because goods 
of this class are consumed in such compara- 
tively small quantities by the rich, owing to 
the fact that, numerically, they are so small 
a minority. If any proof of this fact were 
required, the pi'esent incidence of the Tobacco 
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tax furnishes the requisite evidence. An 
attempt to tax the luximes of the rich has been 
made in the imposition of a double duty on 
imported cigars. But this effort has com- 
pletely failed to accomphsh its purpose. For 
although the declared value of imjjorted 
manufactured tobacco (cigars, cigarettes, etc.) 
is one-quarter of the total value of the entire 
quantity of tobacco entered for home con- 
sumption yet this choice portion of our 
importation only produces about one-thirtieth 
of the revenue derived from tobacco. A line 
Havana cigar pays only one-eighth of its 
cost in duty, whilst the working man pays 
in duty on his ounce of tobacco which 
costs him 3d. Yet if an ad valorem duty 
of say 80 per cent, were imposed on imported 
manufactured tobacco, this levy would only 
raise the present sum collectedin tobacco duty 
by about one twenty-fifth. For this reason 
it is not amongst staple articles of consump- 
tion that the means of increasing the Imperial 
revenue must be sought. 

A tax is at present in force upon Carriages, 
Motor Cars, Male Servants, Armorial Bear- 
ings, Gun, Dog, and Game Licenses. The 
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object of this tax was no doubt to make the 
best-filled purses contribute to the Exchequer, 
and for the purpose of the present argument 
all these payments have been allocated, as 
exclusively paid by the rich, although Dog 
Licenses, Avhich produce nearly £650,000 per 
annum, are also paid for by poor men. Yet 
all those licenses, taken together, only produce 
millions per annum, thereby affording 
additional proof that the numbers of the well- 
to-do arc comparatively insignificant, and 
that any effort to tax them individually is 
bound to result in failure. 

Under the existing S 3 '’stem of taxation the 
principal method of taxing the well-to-do is, 
of course, by means of the Income Tax and 
the Estate Duties, and these taxes alone pro- 
duce 50A millions of Revenue per annum. 
It is the fashion amongst democratic politi- 
cians and would-be reformers, with no prac- 
tical knowledge of matters financial, to assume 
that these tw'o forms of taxation must be the 
panacea to be applied whenever the National 
Revenue appears to be a little run doum. 
But the belief that Income Tax and the Estate 
Duties can be screwed up indefinitely, without 
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mortally injuring the whole community, is 
professed by no Statesman who has attained 
the position of Chancellor of the Exchecpior. 

For both Capital and the Income resulting 
from it are easily removable commodities. 
By moans of Acts of Parliament it is impossible 
permanently to retain them in the country, 
and if unduly onerous taxation is laid upon 
them, they are certain to betake themselves 
to more congenial climes. In this connection 
it is important to remember that England 
already affords a less remunerative field for 
the employment of Capital than any other 
country with the solitary exception of France. 
When the lacomo Tax was raised from 8d. 
in 1900 to Ls. 3cZ. in 1903, quite a number of 
cases of investors shifting their permanent 
addresses to countries where no Income 1'ax 
is levied, came under ray personal notice, and 
by this means they have escaped the British 
tax-collector altogether. Again, when the 
Estates Duties were raised to their present 
level, recourse Avas had to a uiunbcr of devices, 
to avoid the impost either partially or entirely . 
These facts are well-known to the better in- 
formed officials of the Inland Revenue, and 
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they prove conclusively the great danger of 
further straining this already overworked 
device for raising Revenue. 

I’here are quite a number of limited liability 
compajiies, whose business is situated abroad, 
and whose capital is largely held abroad, but 
whoso central offices are situated in England, 
which for this sole reason pay British Income 
Tax, on their entire earnings. Such concerns 
would gradually dispense with their London 
offices and would slightly modify their present 
constitution, with the result that their profits 
could no longer be made to contribute to the 
National Revenue. These are but a few 
reasons, out of many, which go to show, how 
dangerous it would be to increase the Income 
Tax and Estate Duties ; but, in point of fact, 
no one Avho really deserves the name of states- 
man could seriously contemplate any measure 
calculated to drive eaj)ital and the income 
which capital earns, out of tlie country. For 
it must bo clear to an intelligent observer, that, 
if the pressure of taxation is increased in these 
directions that capital will take flight in order 
to avoid the Estate Duties, and income will 
accompany it in order to escape Income Tax. 
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To a far-seeing statesman, it must bo evident 
that the people who invest their capitalabroad, 
but who continue to live in this country, are 
doing an excellent work in so far as the divi- 
dends they are entitled to draw from foreign 
countries go to provide in part the funds which 
it is so necessary to send abroad to pay for the 
nation's food supply. On the other hand, 
the people who take both their capital and 
income out of the country, are to that extent 
reducing the wealth and the spending power 
of the nation. It is these latter, who should 
bo offered every inducement to desist from 
a policy of migration which cannot but tend 
to diminish the spending poAver of the United 
Kingdom. 

There is another point to be considered in 
connection with the Income Tax and Estate 
Duties, that, although they are reasonable 
means of raising Imperial Revenue, and in 
theory and in practice they are paid by 
the wealthy, yet, Avhon these two imposts rise 
beyond a certain level, the first reacts very 
harshly upon the small tradesman and the 
great army of clerkdom, whilst the second 
tends to increase further the grave evil of 
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unemployment from which the country is 
already suffering. It is almost superfluous to 
point out how diflicult must be the task for a 
father who has a large family to support on, 
say, £200, to pay his Income Tax. The results 
of high Estate Duties are not so clearly under- 
stood, but they press even more harshly on the 
poor. For the reason that when pushed be- 
yond a certain point they tend to deprive the 
labouring man, not of an undue proportion 
of his earnings, but of the very entirety of his 
wages. The heir to an entailed property, cor- 
frontod by the payment of a hcaVy succession 
duty, may well find himself compelled to dis- 
miss, at least, the majority of the out-door ser- 
vants on an estate, and to deny his tenants 
the improvements which, otherwise, he Avould 
have been glad to have assisted them in carry- 
ing out. It is in this way that heavy Estate 
Duties are conducive to unemployment. 

We have now seen the futility of attempting 
to reach the rich man by taxing staifle articles 
of consumption, and we have examined the 
danger of fimther straining the special exist- 
ing taxes. It is obvious, therefore, that some 
new basis of taxation will have to be adopted 
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if the burden of the cost of maintaining the 
Empire is to be evenly distributed between 
rich and poor, and the present amount of 
the Budget is to be maintained or enlarged. 
But, in addition to the all-important question 
of broadening the fiscal basis of the Empire, 
there are three other almost equally momen- 
tous questions of national policy which call 
for an immediate solution, namely, the 
Unemployed Problem, Old Age Pensions, and 
■/he question of the relations between the 
nother country and her colonies and depen- 
dencies. As the propositions, which I shall 
novi' proceed to put forward, seem satisfac- 
torily to dispose of every one of those vexed 
questions, it will be expedient briefly to 
digress from the subject of f/axation and to 
examine these questions in detail. 

It is roughly estimated that there are at 
present 250,000 people in the country v ho ar(i 
wellableto w'ork, butfor whom noemj»loy7nont 
offers. This state of affairs leads to increased 
emigrat ioji aind it is not the undt^sirablo btit the 
most desirable of the working classes who are 
the first to emigrate. Every good workman 
who emigrates, impoverishes the nation, be- 
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ea\ise national wealth is made up of the surplus 
of the value of work performed, over and above 
the cost of maintaining the workman. The 
cost is invariably smaller than the value of 
the work produced by a capable workman, 
so that emigration should be regarded as the 
draining away of a nation’s heart’s blood, 
and every true patriot should endeavour to 
find productive work in this country, in order 
that every capable w'orkman may be en- 
couraged to remain at home. This productive 
work is readily to be found in England at the 
present time, for the following argument will 
prove that if all the work necessary to provide 
for the needs of the nation were done within 
the country itself, there Avould not only be 
work for all, but there would be an absolute 
shortage of labour in place of the existing 
dearth of employment. 

At present nearly £250,000,000 worth of 
food is imported annually. This food could 
not, of course, all be grown in the British Isles, 
but a certain amount of it could and formerly 
was. For, whilst the value of imported food 
has risen at an average rate of over £7,000,000 
sterling per annum, the number of persons 
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employed in producing food, in the United 
Kingdom, has fallen at an average rate of con- 
siderably over 5,000 persons per annum dur- 
ing the same period. Consequently the number 
of persons now working outside the United 
Kingdom in the production of food for her 
considerably exceeds 1,500,000 persons, and 
a number of these are actually taking away 
the work u’^hich British-born subjects might 
perform within the British Isles. 

An investigation of the figures relating to 
imported manufactured goods, other than 
food, reveals the existence of a similar state of 
things in that branch of industry. The total 
value of manufactured articles imported is 
£154,000,000 sterling per annum. A very 
careful analysis of the list which comprises 
these articles gives the following figures ; — 

Value of raw material out of which 
imported manufactu red articles 
arc made ..... £74,000,000 

Value of labour employed in produc- 
ing these imported manufactures 80,000,000 


Total value of imported manufac- 
tured articles . • . .£1^4,000,000 
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This calculation shows, that on the import 
of foreign manufactured goods, the country 
pays £80,000,000 for foreign labour. Now, 
if 5a. per day is taken to bo the average wage 
of the working man, and if ho works 300 days 
in the year, £80,000,000 will pay the annual 
wages of 1,066,666 men. We by this means 
arrive at the following conclusion : — 

Porsoiis omployecl in producing 
£2f)0.000,e00 worth of iinportixl food, 

«ay ...... 1,500,000 

Persons employed in manufacturing 
£1.’>4,0(K),000 wortli of imported goods, 
say 1,066,060 


Total number of workers employed by 
the Unit('d Kingdom outside of the 
country 2,566,066 

The number of unemployed in the country 
is, as has been already stated, estimated to 
be 250,000 men. It seems probable that this 
is an under-estimate, but if we assume it 
to be correct there would be a shortage of 
2,316,666 workmen if the British people 
themselves did all the work necessary to 
support the nation. This state of affairs 
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can otay be remedied by forcing foreign 
food and manufactures out of the country, 
and the only knoAVTi means by which this can 
be done is by a Protective Tariff. It comes to 
this, then, that a Protective Tariff would not 
only solve the unemployed question, but, as 
I shall be able to show later on, it would also 
provide the means of dividing the burden of 
taxation more equally between the well-to-do 
and the poor, and of so broadening the basis 
of Imperial Taxation as to enable it to meet 
all possible future contingencies. 

There are some members of the present 
(Cabinet who do not believe that a Protective 
Tariff could either solve the unemployed 
question, or foster British industries. For- 
tunately there is an indisput able set of figures 
at hand which completely confutes this dis- 
belief. At the present time wo liave a protected 
industry in the country in the inatuifacture 
of tobacco. The manufa(^turc of tobacco is 
protected because the manufactured article 
pays twice as much duty as the raw article. 
The figures of this trade are as follows:— 
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Total Tobacco Impobted (Part Re-exported). 

1891. 1907. 

Unmanufactured . lbs. 59,996,176 99,063,830 

Manufactured . „ 3,497,408 3,393,235 


Total . . „ 63,493,584 102,457,065 

C’onsumption per head 

of the population . lbs. P40 Ihs. 2. 

Census Retiu-ns, Constis Kotums. 

1891. 1901. 

Persons in Tobacco 

Trade . . . . 29,970 44,306 

Estimate for 1907 . . 52,000 

Intheabovostatementthc figures ofthel901 
census had to bo taken as the means of arriv- 
ing at an estimate of the number of j>ersons 
employed in the industiy in 1907, as there 
were no nearer official figures available. 
But in the face of the fact that the qtiantity 
of raw tobacco imiiorted in 1901 was only 
1^,620,000 lb. as against 99,063,000 lb. in 
1907, it is a moderate estimate to assume the 
14,366 persons employed in 1901 had increased 
X) 52,000 in 1907. 

The above figures establish two facts beyond 
he possibility of dispute, namely, that in a 
horoughly protected trade an increase in 
8>n8umption does not increase the import of 
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manufactured goods, but rather the import 
of raw material ; and, further, that an increase 
of the importation of raw material naturally 
produces additional work in the country. 

Hie depression which reigned over our home 
agriculture between 1891 and 1906, is vividly 
portrayed by the comparative figures of 
the entirely unprotected article, wheat : — 



1891. 

11X)6. 


Tons. 

Tons. 

Grown in Great Britain 

2,028,579 

1,601,956 

Imported into Great 

Britain 

3,,31.'),648 

4,648,360 

Total consumption . 

5,344,227 

6,310,316 


Here again the increased consumption is 
considerable, but w’hilst the home production 
has markedly decreased, the quantity impor- 
ted has increased by 40 per cent. That the 
growth of 1,661,956 tons of wheat has afforded 
employment for fewer people than does the 
growth of 2,028,579 tons is again self-evident. 
In fact, the respective figures of tobacco manu- 
facture and of the home wheat crop afford 
an excellent insight into the comparative 
merits of Free Trade and Protection, so far as 
they affect national employment. In the 
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figures of tobacco manufacture, which is 
protected, we see a very large decrease of 
foreign manufactured imports, and a corre- 
spondingly largo increase in the amount of 
British Labour which these industries em- 
ploy : whilst in wheat, which suffers from 
the foreign competition inseparable from 
Free Trade, there is a sharp falling off in the 
demand for British Labom*. 

With figures like these before him, who can 
still doubt that Protection inevitably brings 
with it an increased demand for Laboxir. 
Under these circumstances it seems only 
reasonable to believe that Protection would, 
at least, solve the problem of unemployment 
in the United Kingdom, although, so far as I 
understand, the following apparently for- 
midable array of arguments hindei’s the 
adoption of a Protective Tariff : — 

I. The possibility of an increased Cost 
of Living. 

II. The Uncertainty of Tariffs up- 
setting Traders’ Calculations. 

III. Manufacturers, more especially 
those who export, suffering through the 
increased cost of Raw Materials and 
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through retaliation on the part of other 
nations. 

IV. The Belief in the impossibility 
of devising any system of Protection 
affording equitable protection to all In- 
dustries. 

V. The Dread that haggling over Tariffs 
would interfere with the ordinary work 
of Parliament and the risk that these 
bargainings might demoralise our legis- 
lators. 

VI. The assertion that Capitalists 
alone would benefit by the imposition of a 
Tariff. 

Now let us inquire whether it would not be 
possible to outline some form of Protection 
which would meet every one of these objections. 
This is purely a business subject which must 
be discussed from the standpoint of an intel- 
ligent business man, to the exclusion of all 
theoretical arguments and economic theories. 
To begin with, there is no need to labour the 
point that it is necessary to raise the sum 
requisite to meet the increased Budget re- 
quirements in one form or another. The form 
is immaterial, provided only that all classes 
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of the population contribute their fair share 
to the Exchequer. Earlier in this letter it 
has been pointed out how Government, pro- 
vided that suflicient statistics are collected, 
can adjust the bimden of taxation to a nicety 
among all classes of the jiopulation, by actu- 
ally ascertaining who pays the indirect taxes. 
It has been shown that the poorer classes 
are now taxed through their beer, spirits 
tobacco, sugar, tea, etc. We know that they 
pay seven-eighths of these taxes, and we agree 
that the proportion of Imperial Revenue 
raised in this way from them is excessive. 
If, therefore, it should be found in practice 
that a genci’cal system of Protection would 
put a further burden upon the poor, why should 
not some of the existing taxes U 2 )on the 
necessaries and the cheaper luxuries be re- 
mitted, and by this means a fair adjustment 
of taxatiojx be arrived at, somewhat on the 
lines suggested by Mr. Joseph Chamberlain 
in various speeches made in 1903 and succeed- 
ing years ? 

That some of the present imposts will 
sooner or later have to be materially reduced, 
must already be patent to most statesmen. 
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For example, although the tax on tea was 
reasonable when that article was principally 
imported from foreign countries, it has now 
become a grave injustice, since 279,000,000 
pounds weight are now grown in British 
India and Ceylon, out of a total of 316,000,000 
pounds weight wliich this country imports. 
So that foreign countries to-day only supply 
us with 8 per cent, of the total consump- 
tion. This being so, is it not a state of affairs 
which cries aloud for alteration, that altliough 
92 per cent, of an article is produced by the 
poorest population living under the British 
flag, and although more than half of the article 
thus produced is consumed by the most needy 
classes in the United Kingdom, nevertheless 
the English Government should levy a tax of 
nearly six million pounds sterling per annum 
upon this article ? It should be needless to re- 
mind our statesmen that European enlight- 
enment is rapidly spreading in Asia, and that 
India must inevitably resent this treatment 
one day. Rather let us appeal to the English 
love of justice, and let us remember that 
India is the only country in the world which 
in her trading imports and exports on balance 
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buys more from Great Britain than she sells 
to her in return. Surely this fact alone should 
suffice to prevent the Mother Country putting 
up a tariff barrier against her own Dependency, 
the great majority of whose population is 
constantly scourged by only too frequently 
recuiTing famine — above all, a Mother Country 
which at present professes strenuously to 
advocate Free Trade. So that, if it should be 
found that Protection did throw an additional 
load upon the working classes, it is by remitting 
taxation upon articles of general consumption, 
like tea, that a sound and statesmanlike 
way would be found of lightening the poor 
man’s burden, and at the same time of doing 
tardy justice to our great Asiatic Depen- 
dency. 

I have already explained the impolicy of 
increasing either the Income Tax or the Estate 
Duty in order to le\’y a larger amoimt of 
revenue from the well-to-do, and I have shown 
how futile it is to attempt to reach them by 
taxing staple articles of consumption, for the 
reason that the wealthy onlj' pay one-eighth of 
the total of such taxation. Under these cir- 
cumstances it naturally follows, that the only 
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possible means of making the well-to-do in- 
crease their contributions to the national 
Exchequer, is by imposing a general Tariff 
upon all goods of foreign manufacture im- 
ported into this country. But we have al- 
ready agreed that no scheme of Tariff Reform 
would be worthy of consideration unless it 
were so consistent in operation that all trades 
could make their calculations of working 
expenses years ahead ; that it must in no way 
increase the cost of raw material used in the 
manufacture of articles which wo export ; 
that it must so equally hold the scale between 
the various nations with whom we trade, that 
no individual nation could justly or reasonably 
retaliate ; that all our home-industries must 
enjoy a precisely similar degree of Protection : 
and that the working man must stand to de- 
rive the maximum of direct benefit from the 
Tariff, whilst Capital’s share must be subser- 
vient. The basis of such a scientific Tariff 
scheme must be that it shall be devised with 
the object of so stimulating home production, 
and home manufacture, that, so far as possible, 
the work which the nation requires shall be 
executed at home by its own resident popula- 
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tion. In fact, the practicable maximum of 
foreign labour executed abroad shoxildbe ex- 
cluded. With this main object in view, it 
would be useless to frame a Tariff on the basis 
of taxing goods as such, because a tax of 
this description would involve the taxation 
of the raw material of w'hich these goods were 
composed. In brief, the only scientific way 
of increasing the National Revenue would be 
to levy taxation upon the amount of foreign 
laboxir which is comprised in an imported 
article. To do this it would he necessary to 
separate the raw material from the labour in 
the cost of an imported article, then to tax 
the item of labour, and allow the item of raw 
material to come in free. 

In order properly to appreciate the result 
of this method of raising Revenue, it is 
essential to understand that the chief dis- 
tinction between the goods used by the rich 
and the goods used by the poor is the quality 
and quantity of the Labour employed in 
their production. There is, of course, also 
some difference in the quality of the material 
used, but this difference sinks into insignifi- 
cance in comparison with the quality and 
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quantity of the Labour. For instance, a 
poor man spends 10.9. on a pair of boots, 
whilst a rich man’s boots cost him £2 2,9. 
The difference in quality between the two 
kinds of leather does not exceed 4s., yet the 
one pair costs fully four times as much as 
the other ; the difference consists in the 
higher quality of labour upon which the rich 
man insists, and upon the higher scale of 
profit which he is content to pay to his boot- 
maker. As it is with boots, so it is with al- 
most every article used by the rich. In 
short, it is only the well-to-do who imj)ort 
articles the production of which involves a 
quantity of high-grade labour. So that it 
naturally follows that the simplest way in 
which the rich man can be made to contribute 
more liberally to the Exchequer, is by taxing 
him upon the value of the foreign labour 
which he chooses to employ. 

This would involve a Tariff upon all im- 
ported manufactured articles. At the same 
time, such a method of taxation would prove 
no burden to those whom I have described 
above as the poor-rich, for this class can al- 
ways adjust their expenditure to their in- 
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come, and need not indulge their fancy for 
foreign goods. 

Now, at present there are two forms of 
Tariff in force throughout the world : the 
one levies taxation upon quantity or weight, 
tho other upon value. Neither of these 
forms is suitable to the requirements of Great 
Britain. But she, as the pioneer country, 
which first admitted Democracy to the en- 
joyment of real political power, might very 
fittingly be the first nation to frame a scheme 
of Tariffs, based upon the purely democratic 
principles of the greatest happiness for the 
greatest number, and of regularity of well- 
paid employment for the working classes. 
Such a tariff would be based solely upon the 
taxation of the quantity and quality of 
foreign labour which is imported into this 
country. 

The great recommendation to such a 
Tariff, would be the extreme simplicity and 
the great rapidity, with which it could be 
carried into almost immediate practice. 
It would only bo necessaiy that the Custom 
House authorities should furnish a very full 
detailed list of all imported manufactured 
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articles. Then, the exact nature of our 
imports of foreign manufaottire having been 
established by means of this list, it woxild be 
by no means a formidable task for a com- 
mitteo, representative of the various Chambers 
of Commerce throughout the Kingdom, to 
decide how the value of each article divided 
itself into (1) cost of raw material ; (2) 

labour and profit. On the decision of the 
Associated Chambers of (kmiinerce, a body 
which already enjoys a corporate existence, 
and, consequently, obviates tlie necessity 
of hastily improvising an advisory committee, 
a Custom House list could bo draxvn up 
settling, once for all, the ])ropor(ion of value 
of labour and raw material in each imported 
article. Such a list would furnish the exact 
value of the amount of foreign labour im- 
ported, and upon this list the sebemo of 
Tariffs would be based. This practical sug- 
gestion would obviate the dillieulty of Parlia- 
ment involving itself in the morasses of a 
lengthy Tariff list, containing many articles, 
with which the majority of our legislators can 
only be vaguely familiar. The function of 
Parliament, thanks to the preliminary work 
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of the Associated Chambers of Commerce, 
would thus be simplified down to deciding 
merely upon the exact percentage of Duty 
to which foreign labour should bo subjected. 
Thus, for example, if the value of Foreign 
Labour, imported in the shape of manufac- 
tured goods, is ascertained to be £80,000,000 
per annum — and investigation will show that 
this is a fairly accurate estimate — and if it is 
intended to raise say £.30,000,000 additional 
revenue, then a tax of say 50 j^er cent, should 
bo levied upon the value of imported labour. 
It will be observed that this rate of taxation 
makes an allowance for the shrinkage of 
the demand for foreign goods under the now 
Tariff. But the nation would view a dAvind- 
ling importation of foreign manufactAires 
Avith delight, as every soA'ereign less AA'hieh 
Avas spent on manufactured imports AA'ould 
mean ten shillings more spent on British 
wages, thus benefiting the British Avorking 
man, and indirectly the Avholo of the rest of 
the nation besides. 

Such a shrinkage of imports of manufac- 
tured goods AA'ould invariably be accompanied 
by an increase in the imports of raAA- material. 
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In fact, the nation would do the same as a 
prudent and economical labourer’s wife does. 
Instead of bujring expensive bread, she buys 
wheat, grinds it up in a hand mill and bakes 
the bread herself, thus saving the miller’s 
and baker’s profit. If that miller and baker 
lived in the same coimtry as the consumer, 
then it would not bo disadvantageous, from a 
national point of view, to buy the ready made 
bread, but whenever the manufacturers live 
abroad, then the nation is impoverished by 
paying for labour and profit to foreigners, 
and by the ensuing drain of value out of 
the country, perhaps never to return. This 
is exactly what happens to all nations who 
encourage the import of manufactured goods. 
Nations should encourage the import of raw 
material to the utmost, and especially of 
such raw material as is permanent and not 
eaten or burnt. Those nations which import 
the maximum of raw material, and the 
minimum of manufactured goods become, 
as a natural consequence, the richest in 
the long run. England’s enormous and ever- 
growing imports of raw cotton, wool, iron, 
copper and other metals, have created her 
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wealth and not the i mports by other nations’ 
manufactured articles. 

If the Tariff basis proposed here were 
adopted, experience would soon show what 
the amount of permanent decrease in the 
importation of foreign manufactures was 
likely to be. Further, as time went on, it 
would, by tabulating the nature of the articles 
upon which Tariff duty was paid, be possible 
to decide beyond question, which class of 
the population was paying the new tax. If 
it wore foxmd that the burden of the rich 
was becoming unduly heavy, then the dis- 
crepancy could be adjusted by a reduction 
of the Income Tax. The amount of Tariff 
Duty paid by the working-classes Avould bo 
comparatively small, as the imported foreign 
manufactures, which they use, include pro- 
portionately a very small amount of foreign 
labour. But here, again, the precise amount 
could easily be ascertained, and, as Mr. 
Chamberlain has already proposed, a com- 
pensating allowance could be made by a 
reduction in the taxes on beer, spirits, tobacco, 
sugar, tea, etc., all of which are consumed by 
the working classes and the poorer popula- 
tion to the extent of seven -eighth a. 
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To a Tariff of this description a perfect 
system of Custom House drawbacks woxild 
be indispensable, in order that the country’s 
export trade might not be injured, because 
there are certain manufactured articles which 
constitute the raw material of some of our 
exported manufactures. In all such cases 
the Tariff Duty originally paid on impoi'ta- 
tion would have to be remitted to the manu- 
facturer on the re-exportation of the goods. 
Otherwise our manufacturers would not enjoy 
their present ability to compete in the world’s 
markets, a trading advantage which legisla- 
ture could not afford to imperil. 

If the history of taxation, as now existing in 
any country, be studied, it will be found 
that taxes and tariffs have been instituted, 
and then abolished, and then instituted again, 
in a haphazard way as necessity dictated. 
In no country has the Chancellor of the 
Exchequer had the good fortune to begin 
with a clean slate, and thus be able to con- 
sider the question of taxation as a whole. 
Before framing a reformed scheme of taxa- 
tion, the statesman responsible for it should 
first ascertain with exactitude how much each 
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portion of the community should, and does 
contribute towards the expenses of the State, 
and to decide by what judicious adjustment 
of the Budget such purely business questions 
as the lack of employment, unfair competi- 
tion, provision for old age and sickness, and 
the housing of the working classes are to be 
met. This opportunity of reconsidering the 
very basis of taxation now occurs in Great 
Britain. 

If the question of the practical working of 
the Tariff system here advocated were to 
be submitted to the present Custom House 
and Board of Trade officials, they, no doubt, 
would find it bristling with diflficult3’^ ; but I 
frankly confess that I can see none. Indeed, 
I should only be too pleased to explain to 
the permanent officials the practical means 
of surmounting any obstacle which may 
baffle them. 

The advantages of the suggested system 
of taxation are undeniable, and it does not 
appear that any political party or faction will 
be able to raise any well-founded objection 
to it. If it should entail any increased cost 
of living— and I deny that there is au^' likeli- 
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hood of this — ^the cardinal fact must not be 
overlooked, that the increased expenditure, 
if any, would entirely remain in the country, 
and it would almost wholly take the shape of 
additional wages paid to British working 
men. There would bo a permanent stability 
in the amount of Tariff chargeable, because 
every manufacturer knows precisely how 
much labour is requisite to turn out the 
type of goods which he produces, and the 
actual percentage of Duty, charged upon 
the importation of Foreign Labour, would 
only alter fractionally from year to year. 
Besides, the probability of any forthcoming 
alteration would be obvious months in ad- 
vance. Our exporters would be in quite as 
favourable, if not in a better, position than 
they now occupy, because they would pay 
for their raw material, were it entirely raw 
or partly manufactured, the world’s market 
price plus only the unavoidable freight. 
Such a Tariff could scarcely provoke retalia- 
tion by Foreign Powers, and in reality England 
has little cause to feel apprehensive on this 
subject, because, after all, she is one of the 
largest buyers in the world, and therefore 
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a Power to conciliate. Moreover, Foreign 
Tariff Walls have already boon raised against 
her to about their maximum. Then, again, 
as the amoimt of Tariff levied on each article 
would automatically adjust itself, all trades 
would be protected in an identical degree ; 
and, as it would be impossible for Parliament 
specially to favour any particular trade, all 
jobbery, lobbying, and political corruption 
would be made, not only impossible, but 
utterly unavailing. Finally, the Protective 
Tax would be levied mainly in the interests 
of the working man, and only quite second- 
arily in the interests of capital, although, 
as every practical business man is well aware, 
the interests of capital and labour are, after 
all, so inseparably boimd together, that any 
fresh departure in our commercial policy, 
which benefits one, must inevitably react 
favourably upon the other. By making 
British labour a valued commodity, by means 
of a Protective Tariff, the British working 
man would find there was a real dignity at- 
taching to labour, such as has been scarcely 
observable whilst our English working classes 
have been elbowed out of their oum home- 



224 INVESTMENT PRACTICALLY CONSIDERED 

market and deprived of employment by the 
unrestrained dumping of foreign manufac- 
tured goods. 

Thus far in this argument manufactured 
goods only have been considered, but as the 
Taxation Question would be quite incom- 
plete if I failed to deal with the question 
of Food Supi)lies from abroad, this subject 
now comes up for discussion. At the outset 
it is only right to admit that it is useless for 
Tariff Reformers and others to pretend 
that a tax on food is likely to benefit the 
working man directly. Beyond question it 
will benefit the agricultural labourer, and 
prevent his migrating to our industrial 
centres, there to swell the ranks of the unem- 
ployed. But the agricultural labourer, and 
those who are dependent upon him, only 
make up about one-ninth of our total popu- 
lation. Therefore it would be scarcely fair to 
tax the other eight-ninths of the community 
for the benefit of a single industry. If the 
interests of the agricultural classes were the 
only arguments in favour of the taxation of 
food, such a proposal ought to be met with a 
stern negative. 
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But the food supply of the nation must be 
considered from a wider standpoint. First 
of all, the native soil is the country’s natural 
food-producer. This native soil forms a con- 
siderable part of the fixed assets of the nation. 
No sound business man would willingly per- 
mit one of his principal assets to be made 
valueless, neither should a nation be guilty 
of such an act of folly. Besides, the soil of 
the country may bo said to represent the 
reserve fund of the working classes. Because 
not all members of the community are adapted 
to manufacturing pursuits, whereas almost 
all able-bodied men are oapablo of tilling 
the soil, provided only that the soil is able 
to afford them remunerative employment. 
So that it really constitutes a working class 
grievance, that the highly productive soil of 
the country should be allowed to go out of 
cultivation owing to foreign competition. 

T will merely allude to the f.act that the 
fighting line at Waterloo was largely made 
up of drafts from the militia, a force raised 
solely amongst agriculturists, and that the 
crews which fought under Nelson at Trafalgar 
were recruited by the press-gang, chiefly 

Q 
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from the agricultural districts of Kent and 
the West of England, to show how much the 
country owes in the past to its sturdy agricul- 
tural backbone, and I will pass on to consider 
the question of food in relation to modem 
warfare. It is the duty of every nation 
to prepare for war. Last year Groat Britain 
spent £59,199,000 on her Army and Navy. 
In 1905 a Report of a Royal Commission, 
presided over by His Royal Highness the 
Prince of Wales, was published, showing that 
at times the country’s wheat Buj^ply falls below 
eight weeks’ requirements. It demonstrated 
clearly how absolutely dependent the country 
is on foreign food supplies. The Report 
contains a number of tables explaining hoAV 
the home-produced food is gradually dimin- 
ishing: that, for example, the quantity of 
wheat grown in this country had decreased 
by 33 per cent, in one dozen years, yet 
this Report fails to refer in any marked 
degree to the clear remedy for making 
the country safe, by increasing the home 
production of food. Nearly 60 millions ster- 
ling are spent annually on preparing for 
war, and the chief necessity of war — an 
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ample food supply — is almost lost sight of. 

Let the superior ofi&cers of our fighting 
forces make it their business to insist upon 
this vital point being constantly bold up before 
the eyes of the nation, whom it is their duty 
to protect. For what would be the advan- 
tage of protecting the comitry from invasion 
if its inhabitants were doomed to die of 
starvation during the siege ? The agrarian 
policy of Germany is disapproved of, and 
jeered at, by the Socialists, but the stern 
ministerial reply invariably is : “ Wo must 
have broad and meat in case of war ” ; and this 
is the true explanation of Germany's taxation 
on food. As a rule it is unsafe to argue regard- 
ing the economic policy of one nation from the 
economic experience of another, because the 
underlying conditions, such as climate, soil, 
sea, and river transport, etc., arc wholly 
different in every country. But war is a 
great leveller, and food is an xmivorsal neces- 
sity : so that, in the matter of food supply in 
case of war, England might very advantage- 
ously take a leaf out of Germany’s book. For 
it is certain that in time of war every addi- 
tional bushel of grain grown on English soil. 
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and every ox in English pastures, will be 
worth an additional soldier and sailor. 

Last, but not least, there is the question 
of the Colonies. And in order to understand 
the future of the Colonial Question aright, 
it is necessary to glance at past history. It 
was by being the workshop, the banker, 
and the carrier of the world, that England 
accumulated her w'ealth in the past. Fifty 
years ago, all countries which only had raw 
produce to offer in the markets of the world 
were the paupers, whilst those nations who 
had manufactured articles for sale were the 
kings. Slowly and gradually, but with dead 
certainty, the tables are turning. Already 
England has ceased to be the exclusive work- 
shop of the world, her banking position is 
being assailed by foreign competition, and 
every foreign nation is rapidly increasing its 
mercantile marine. The former producer of 
raw material is not only now manufacturing 
almost enough for himself, but, in many in- 
stances, he is now offering his surplus manu- 
factured goods in the world’s markets. Manu- 
facture can be carried on in almost any clime, 
but raw material is only to be found in certain 
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limited areas. Raw material and certain 
food products cannot be grown everywhere. 
Consequently, in time, the producer of raw 
material and food will be the king, and the 
manufacturers will be dependent upon his 
royal favour. 

Where will England be then, if she abides 
by her present policy of doing everything 
for her manufactures, and neglects the truly 
Imperial policy of securing her entire future 
by means of a close business alliance with 
her Colonies ? The British Empire to-day 
is of a magnitude wliich the world has never 
before seen, and Great Britain can only per- 
manently maintain her present exalted posi- 
tion, by encouraging her Colonies to supply 
her permanently with all she can ever reqixire. 
Assisted by men and money, the British 
Colonies and Dependencies are capable of 
producing five times as much raw material 
and food of aU descriptions as Great Britain 
can ever want, and the hundreds of millions 
sterling paid by her for these supplies of food 
and raw material would bo capable of stimu- 
lating an Export of English Manufactures 
to the Colonies, equal to England’s present 
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export trade with the entire world. There 
can, in short, bo no question that with a 
wise and far-seeing statesman at the helm, a 
man capable of initiating a truly Imperial 
Policy, Great Britain, her Colonies, and her 
Dependencies would be knitted up into one 
unit, which would not only be self-supporting, 
but entirely independent of the whole of the 
rest of the world. It is no argument to point 
to the present figures of colonial imports 
and exports, because we have never given 
our Colonies sufficient encouragement. It 
is, however, very much to the point to re- 
member that, not so very many years ago, 
the United States made no export of grain 
to Europe whatever, and that many at 
present uncultivated square miles in our 
Colonies are just as climatically capable of 
growing grain as the famous wheat-belt of 
the United States. Statesmansliip should 
not dwell upon either the past or the present — 
its eye should be upon the future, and the 
future possibilities of our Colonies are bound- 
less. Yet how can our Colonies and Depend- 
encies develop in the interests of the mother- 
country, so long as they are so scantily sup- 
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plied with capital ? Is it not pitiful to see 
quoted in the Official List of the London 
Stock Exchange such a scanty array of 
Colonial Industrial Companies ? We have 
squandered our capital in colonial mining 
gambles, but have we made any serious at- 
tempt to promote the Avelfare of colonial agri- 
culture ? Why are we permitting the United 
States gradually to acquire a controlling 
interest in the Canadian Pacific Railway ? 
Why do we allow the Americans to push their 
way to the front in Canadian financial matters? 
Why is India starving for capital, and why 
has that country of enormous undeveloped 
wealth permanently a liigher rate of dis- 
count than any other Eastern nation, and 
this after generations of English occupation ? 
In fact, why does British statesmanship 
habitually neglect colonial enterprise ? 

The present relations between England 
and her Colonies can only be described as 
visiting terms of a cordial nature. For the 
sake both of England and the Colonies, it is 
requisite to bind the two together by means 
of permanent, and mutually satisfactory, in- 
'timate business relations. It will not be 



232 INVESTMENT PRACTICALLY CONSIDERED 


enough for England to provide the Colonies 
with the most advantageous market in the 
world for their food-produce. If she is 
wise, she will also assist them with men, 
tools, and money, to develop their great 
natural resourees. England can only secure 
her food markets for the Colonies by placing 
a tax upon all the kinds of food stuffs which 
the Colonies can produce, and by making this 
tax entirely inoperative against the Colonies 
themselves. Mr. Chamberlain once said that 
the Custom House made a federated Germany 
possible, and sealed the bonds of Imperial 
Unity. Why should not the same result be 
attained by a Customs Union between the 
Mother Country and her Colonies ? 

It has already been explained that a tax 
on food would fall upon the working classes of 
Great Britain to the extent of seven-eighths. It 
would be necessary, therefore, to make a sim- 
ultaneous reduction in the duties now levied 
upon staple articles of working class con- 
sumption, such as beer, spirits, tobacco, 
sugar, tea, etc., or else, in common fair- 
ness, the entire proceeds of the taxes upon 
food must be solely devoted to the improve- 
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ment of the conditions of life of the work- 
ing population. A food tax can never 
be popular, and certainly only in case of 
dire national need should a tax of this des- 
cription ever be used as an expedient for 
increasing Imperial Revenue. For these 
reasons intelligent statesmanship would apply 
itself to the task of making it clear to the 
British Nation that this tax is solely made 
in the interests of the national welfare, and 
as a means of more closely uniting the Colonies 
with the mother-country. A politician, am- 
bitious of proving himself a capable leader of 
national thought, should strive to impress 
upon the British working man, that it is not 
intended that the food tax shall be used as 
a moans of grinding additional funds out of 
the poor ; but that, as the tax is a politi- 
cal necessity, the money, which it is instru- 
mental in raising, shall be solely devoted 
to ameliorating the lot of the working 
man. 

The questions of Old Age Pensions and of 
the Housing of the Working Classes are large- 
ly to the front at the present moment. Why 
should not the funds necessary for both 
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these reforms be prodTieccl by moans of a 
food tax ? The annual value of foreign 
food imported stands at present at about 
£250,000,000 ; so that a tax of only 15 per 
cent, on this value would produce an annual 
income of about £30,000,000, after allow- 
ing for an increase of £50,000,000 in the 
value and quantity of home-grown food, 
thus providing the funds required for these 
boons to the working-classes. Wliy should 
not the working man provide for his old age 
by paying a trifle more for his broad and 
meat ? The difference in cost he would never 
feel — the present constantly recurring vari- 
ations in the price of food conclusively prove 
this — ^yet by this moans he would insure 
himself against the present dearth of om])loy- 
ment, he would insure the country against 
starvation in time of war by fostering home 
agriculture, and he would also insure the 
supremacy of the British Empire by means 
of a close business alliance with the Colonies. 
The love of the Colonies is so ingrained in 
the British people that they would cheer- 
fully submit to any sacrifice in order per- 
manently to attach them to the mother- 
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country. But under the scheme of Tariffs 
outlined in this letter, the working man would 
not be asked to make any sacrifice, but merely 
to lay by a prudent provision for his own 
old age. 

It is true that the w^ell-to-do portion of 
the population would pay one-eighth of 
the entire expense of Old Ago Pensions, but, 
again, they are likely to save in the Poor 
Rate. If, however, they did not, they would 
have the satisfaction of knowing that they 
were doing their share in eliminating poverty 
and privation from the British Isles, and that 
they were at the same time assisting in the 
federation of the British Empire. 

The only class of people who, perhaps, might 
unduly benefit by the imposition of a food 
tax, would be the farmers and farm labom:- 
ers. But Free Trade has already played 
such sad havoc with their Capital and Income 
during the last thirty years, and they have 
been so long-suffering, almost during the 
entire lifetime of the present generation, that 
no one can justly begrudge them this wind- 
fall, more especially when it is remembered 
that their welfare is so closely bound up with 
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that of their native soil, which must always 
bo the nation’s most cherished possession. 
I am, Sir, your obedient servant, 

Henry Loweneeld. 



what Income Should Investments 
Yield ? 

The actual income derived from capital in- 
vested in stocks and shares is, with many in- 
vestors, purely accidental. Some of them, the 
desire of whose hearts is to receive a large 
income, contrive to make the minimum, and 
others, whilst making the question of income 
quite subservient to that of capital safety, yet 
make a large income. There are very few in- 
vestors who realise that the extent of their 
income can, within reasonable limits, be so 
adjusted as to meet their actual requirements, 
and that there are simple rules by the applica- 
tion of which certain income results can be con- 
fidently counted on. 

Many investors believe that a high rate of 
income is synonymous with insecurity of 
capital. This axiom, so fondly adhered to by 
some capitalists, is only true when applied to 
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loan money. In the case of Stoclc Ex- 
change investments it is misapplied, as I shall 
be able to prove in the course of the present 
article. But even if it were true that a high 
yield cannot be obtained without imperilling 
the safety of the capital, it does not necessarily 
follow that a low yield must mean capital 
security. This, howevei’, is unfortunately the 
inference frequently drawn, and it is the 
prevalence of this erroneous idea which is the 
primary reason why so many investors are 
receiving an inadequate income. 

There are a considerable number of invest- 
ment lists now ill existence which, on account 
of the faith of their owners in out-of-date 
axioms, are producing for them a rate of in- 
come totally inadequate in proportion to the 
amount of capital and the degree of security 
obtained. The existing conditions of the 
money and investment markets offer particu- 
larly suitable opportunities for adjusting such 
anomalies, so that a discussion of this most 
important subject should now prove to be 
not only of interest but of considerable profit. 

The laws by which the investment markets 
are governed are not understood by all in- 
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vestors, and many of them argue that the 
quality of a stock can, to a certain extent, be 
gauged by its income yield. By the same 
course of reasoning they arrive at the conclu- 
sion that the mere fact that an investment 
shows a large income-producing capacity at 
its market price is sufficient to mark it imsafe 
at once, and they hold the belief — equally 
without foundation — that a stock from which 
the minimum yield is being received must 
necessarily be good, or people would not pay 
so high a price for it. The following examples 
will show that the yield has but little relation 
to the quality and safety of stocks. 

We will take for our illustration two chisses 
of investments, which, to all intents and pur- 
poses, are on common ground as rogartls capital 
safety, viz. : the Ordinary shares in first-class 
British banks and insurance companies. If any- 
thing, the bank shares arc the safer of the two, 
and yet a glance at the tables mtheFinacialRe- 
view of Rcvieivs will prove that first-class insur- 
ance companies’ shares yield an average return 
of 20 per cent, less in income than bank shares 
of the same standing do. The following are a 
few exceptioiuil examples of present yields : — 



240 INVESTMENT PEACTICALLY CONSIDERED 


jDiv. for last 4 yrg. Insusanob Companies. Yield. Banes. Yield. 

60% Bonus 37/6, *02 Clcrical|Med. <.%CiCD.. London <fe Wostmiu- 

Life .... 2/.,% storBank ... 4; % 
102% — Association of London Joint Stock 

Scotland . . . 3,V% Bank . . . . 4i % 

20% — Sun Life Assurance 2/^% Union Bank of Scot- 
land . . . . 4i % 

45% — Commercial Union Lloyds Bank . . 4^''^% 

Assurance . . 3i% 

It might be said that the insurance com- 
panies have comparatively larger reserves, 
that in some cases the bonuses compensate 
for low yields, or that their assets have been 
under-valued, and thus the capital safety of 
their shares has been increased. This argu- 
ment, however, does not ai)ply, as it will be 
remembered that a single catastrophe, such 
as the San Francisco fire, was the means of 
reducing the value of certain insurance shares 
to an alarming extent. Tlxus, the Royal 
Exchange Assurance GomjHim/s shares fell 
from 310 to 175, Caledcmian from 30 to 14, 
Scottish Union from 4 to 2|. Banks are not 
subject to any such sudden risks ; yet insur- 
ance shares return a smaller average yield than 
bank shares do. This drastic example proves 
that a low rate of income does not indicate 
capital safety. Now let us take another 
example. 

There is a vast difference between the yiela 
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to be derived from railway debentures and 
that obtainable from the debentures of trading 
companies. In order to analyse the facts we 
give the following representative groups of 
stocks from both classes : — 

Rajlwvy Deben-turks. Yield. Trading Debemtitres. yield. 

GrcatOoiitr.il It.ul D'-hs. . . Hrit IimiLitcd A Holsby Debs. 4,^„% 

JLoadoji, Chit, it Dov'cr Dobs.. Doviil Debentures . , . . 4/, % 

Scmth-E.mlern Rlv. Debs.. . l.ipton Debentures. . . . 41 % 

HighUiid It iiUvay Debentures :{i% United Alkali Debentures . . 4i^% 

I liiive purposely chosen for my argument 
Railway Debentures which are not Trustee 
Stocks in order that the comparison may be 
quite fair. On Trustee Railway Debentures 
the yield, of course, is still smaller. These 
few exam])les prove that the rate of income 
received from Home Railway Debentures is 
very mu :h lower than that to be obtained 
from Trading D(d)cntures, and yet a glance at 
tlie steady fall cl uring recent years in the prices 
of the Railway Debentures seems to show that, 
from a capital point of view, the Trading 
Debentures are safer. During the last decade 
Great Cealral Debenlureii have decreased 26 
points in value, London, Chatham and Lover 
Dchenluren 30 j)oiuts. South Eastern Dehentiircs 
points, and Highland Eailu'oy Debentures 
about 27 points, wliilst the Trading Debeu- 
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tures, having fluctuated very narrowly, are 
now only slightly below the prices at which 
they stood in 1896. I have no desire to encum- 
ber this article with many tables, and would 
prefer my readers to look at the price records of 
a number of Railway and Trading Debentures 
given in the Statistical Record of the Review. 
The result of the comparison will show 
them how very stable the prices of Trading 
Debentures are, as contrasted with Trustee 
Stocks or non-Trustee Railway Debentures. 
Capital stability is but another term for capital 
safety. A stock, like Sauih Eastern Railway 
Debentures, which is capable of falling 40 
points in value in a few years, cannot be called 
safe. Of the two classes given the Trading 
Debentures, having shown such a small mar- 
gin of fluctuation, are undoubtedly the safer. 
I have now cited the two extreme examples, 
viz.. Ordinary Shares and Debentures, and 
have shown that, if securities of a similar kind 
are compared with each other, the yield fails 
to indicate the degree of capital safety. Now 
let me prove that a larger rate of income is not 
followed by any lack of capital security. 

The Six per Cent. First Mortgage Debentures 
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of the Gosta Rica Eaihmy have paid regular 
dividends almost since the inception of this 
line, and during the last ten years their 
realisable value has not varied more than 8 
points. The shares of the New Zealand Shi'p- 
jdng Coitipany, having moved but little from 
a steady price level, have yielded over 6 per 
cent. Between 1896 and 1906 the Debentures 
of the Land Company of Egypt have only 
varied 5 points in value, and yet yield nearly 
5 per cent. Kimberley Waterworks Six per Cent. 
Debentures have fluctuated in value only 
to the extent of 10 points during the last ten 
years, although these ten years have seen a 
fateful war break out and work its way to a 
long-protracted end ; tlmoughout the whole 
period these debentures yielded from 6^ per 
cent, to 5| per cent. Henry Clay and Bock 
Preference Shares have since 1896 not varied 
to much extent in value, and have yielded 
in income over 6 1- per cent. The safety of 
all the investments now cited as examples 
is fair, and the balance sheets issued by 
the respective companies are satisfactory. 
They should be taken as fair average sample 
cases, proving the erroneousness of the idea 
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that capital insecurity must go hand-in-hand 
with a high yield. 

\^lien a writer attempts to illustrate his 
argument by lajung before the reader particu- 
lars of specific cases, there is very often a sus- 
picion in the mind of the reader that the eases 
quoted cannot be taken as a fair average. 
I always, therefore, much prefer my readers 
to look out examines for themselves, and 
thus verify my facts to their own s.atisfaction. 
This has now been made a fairly easy matter, 
as the Inveslo/ s SJdlUng Year Book publishes 
records of almost any stock about which 
the investor is likely to ref[uiro informa- 
tion. A reference to this book will not only 
strengthen my case in the niijid of the reader, 
but will also give him a practical lesson in the 
selection of investments. 

Having proved that the yield derived from 
investments has but a remote relation to their 
capital safety, let me cxjfiain the reason why 
some investors hold low yielding stocks, to 
their own disadvantage. On the face of it, it 
seems absurd that an investor should be con- 
tent with an income of, say, £35 per annum 
from a capital sum of £1,000 invested in Com- 
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mercial Union Insurance shares, whilst he 
miglit be deriving £45 from the same sum by 
exchanging this investmient into Landon and 
Westminster Bank shares ; and yet such 
anomalies are the order of the day. The Curn- 
tmrcial Union Assurance shares are £50 shares, 
£5 paid, with a liability attached to them to 
the extent of 00 j)er cent, of uncalled capital. 
The London and W estminsier Bank shares are 
£100 shares, £20 paid, with a liability of 80 per 
cent. only. Banking is a safer business than 
insurance and not liable to sudden calamities. 
The Commercial Union shares have risen from 
40 in 1896 to 77 at the present time. They 
have, therefore, reached a dangerously high 
price level. The London and Westminster 
Bank shares are now at about the same price 
at which they stood ten years ago ; in this 
investment there is, therefore, little likelihood 
of capital depreciation. The pros and cons of 
both investments might be summed up as 
follows : — 


London A /Comparatiwly high yield 
West- Safe busmeas .... 
MINSTES J Small chamiic of deprocia- 

Bank I' tion 

Shabss. xSmaller uncalled Liability . 


Small yield .... 
Liable to sudden calami- 
ties 

Dangerously high in price 
Large uncalled liability . 


COM- 

meacial 

Union 

ASSUKANOE 

Shakes. 


If these facts were put before a holder of 



246 INVESTMENT PRACTICALLY CONSIDERED 


Commercial Union shares, he perhaps would 
aver that the figures, so far as ho is concerned, 
are incorrect, as he bought his shares at 40, at 
which price they yield him, not 3^- per cent., 
but 7 per cent. He would tell us that, as they 
now stand at 80, it is highly improbable that 
they will drop below 40 again, and that, there- 
fore, there is no chance of his capital deprecia- 
ting ; in fact, that the whole argument does 
not apply to him. Such a reasoner forgets 
that it is not the price he gave for his invest- 
ments that constitutes his capital and yield, 
but the present value and yield of his holdings. 
He does not take into consideration the prob- 
able fact that he has other stocks in his list 
of investments which have fallen in value and 
have decreased their dividends, and that, 
following his reasoning, the value of these, 
also, should bo calculated on the basis of cost. 
K he were to work his income account on 
these lines and endeavour to arrive at an aver- 
age yield, he would obtain curious results, and, 
in fact, would find that current market yields 
are much higher than the yields he claims to 
be receiving. Let us assume that he bought, 
say. North London Railway Ordinary at 200 
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when a dividend of per cent, was paid on 
that stock, and the yield, at that price, was 
at the rate of 3f per cent. Now this stock 
is paying a dividend of 4f per cent., and thus 
yields 2f per cent, on the cost price of 200. 

Every investor is forced to join the flow of 
finaneial events from the moment in which he 
has beco me an investor. It is useless for him to 
imagine himself on an island on which every- 
thing stagnates, while the stream of financial 
events is flowing past. Ho must base his 
caleulations on what is, and not on what has 
been, and for this reason the cost of an invest- 
ment is no foundation on which to work out re- 
turns. The present value invariably should bo 
the basis of all reckonings. One of the chief 
reasons for such a large number of anomalies in 
yields is that so many investors calculate their 
yields on cost. 

There is one other reason why investors 
retain securities which have ceased to be 
remunerative, and why they show such a 
disinclination to make any decisive move. 
It is that they believe they know all about 
the stocks they hold, and nothing about those 
to be bought. They have lost sight of the 
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consideration that the present holding was 
once a stranger to them, and that they liave 
now far better facilities than they ever had 
for learning all about a new investment. A 
certain lethargy holds them to the old unre- 
nuraerative stocks. If “ to be idle is the 
ultimate aim of the busy,” the thoughtful 
man will find it reasonable to believe that to 
be busy will eventually be the sad condition 
of the idle. It is this financial lethargy, to- 
gether with a certain amount of prejudice and 
a totally mistaken way of calculating yields, 
which prevents investors from making the 
income which they ought to make. 

Every investor who really wants to use his 
capital to the best advantage must take facts 
as they are, and not as they have been or as he 
would like to have them. He must learn to 
profit by the opportunities which offer them- 
selves for the improvement of his position, and 
thus make up for the losses which the most 
provident and careful investor is bound to 
make from time to time. Ho must regard 
his stocks exactly as income producing 
machines, and, in the same way as any 
machinery is discarded when the pattern i« 
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becoming obsolete, he must discard the stocks 
which have ceased to “ work ” properly, and 
adopt a sounder and more profitable method 
of employing his capital. Each investment 
mixst be placed in its proper category, regard- 
less of the sentimental notions and inherited 
beliefs which he may have been accustomed 
to apply to them. JMoney is a merchandise 
like any other commodity, and the most 
profitable markets for it alter from time to 
time. It is by always taking one’s money to 
the best markets that satisfactory results are 
obtained. 

In 1897 the following were the best rates 
obtainable : — 


From trustee investments in stocks . 3|% 


Prom other gilt-edged stocks . . 3|% 

From Miscellaueoiis Debs, and Pnd. 

Shares 

From medium investments . . 

From speculative stocks . . . 


Since 1897 the value of money has gradually- 
increased until it has now reached what is com- 
paratively a very high figure, and the follow- 
ing rates are now obtainable : — 
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Increase 
in yield 
since 1897. 

From trustee invest-incnts in 

stocks .... 3§%4- i% 

From other gilt-edged stocks -f- 

From Miscellaneous Debs. 

and Prof, shares . . 5 % + 

From medium investments . •'5i% + i% 

From sjieculativc stocks . 6 + li% 

This table shows clearly that to-day every 
£1,000 invested in stocks can be made to pro- 
duce from £5 to £12 lO.s. per annum above the 
average sum which was obtainable from it 
ten years ago. The progressive investor will 
profit by this increase, but he who desires to 
stand on his little island and refuses to move 
with the stream of events, will suffer the loss 
consequent upon letting the present excep- 
tional opportunity escape. 

The rates which I have quoted above are 
not theoretical ; they are absolutely practical, 
and by means of a Geographical Distribution 
of Capital they can be obtained attended with 
the highest degree of capital security. For 
tliis reason from £45 to £65 should be derived 
from each £1,000 represented in the value 
of investments held at the present moment. 
These rates of income should be quite stable. 
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and not liable to any appreciable degree of 
fluctuation, and any present Investment List 
which docs not produce them is obviously 
badly constructed. To re-organise such a list 
without delay should be the investor’s object. 

The argument which I have here advanced 
should prove to the investor the two facts : 
Ttat the actual yield derived from an invest- 
ment is no index to the capital safety afforded 
by such investment, and that the yield ob- 
tainable from investments varies consider- 
ably from decade to decade. 

The average yield obtainable from any 
particular group of investments indicates the 
esteem in which the investing public holds the 
stocks comprised in such group. But such 
esteem is, in a great many instances, based 
more on prejudice than on inherent merit, 
and therefore those investors who have 
trained themselves to form original opinions 
should not be misled by it. For example. 
Coal and Iron investments have, for many 
years past, produced a larger yield than 
other similarly staple industries ; Shipping 
and Cable stocks are in somewhat the same 
position, and the extreme example is to be 
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foTiiid i'l tho case of Theatrical Enterprise, 
which, althouifh the yield frotai investments 
in such companies reaches practically the 
maximum and tho degree of capital safety is 
very fair, is yet looked upon by investors 
as being highly speculative. 

My long and varied experience in financial 
matters has taught me that a low average 
yield derived from any group of investments 
is not accounted for by the fact that that 
particular class of investment is mfe, but the 
reason rather is that nearly all the companies 
floated in that line of business are successful. 
It has proved to me, too, that wherever the 
average yield is high the indication is that 
among the companies in which these invest- 
ments are made many are absolute failures. 
In further explanation I may point out that 
water company shares arc considered safe 
(and therefore yield the minimum) because so 
few water companies go into liquidation. 
Theatrical enterprises yield a largo return 
on an average, because a large number of 
them prove failures. 

The general trend of a particular trade is 
thus taken as a sure indication of individual 
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merit, or demerit. Are wo, then, to consider 
all bookmakers rognes because some of them 
fail to pay -winners their bets ? For the 
above reason it appears to the thoxightless 
investor that the better plan is to confine 
himseJf to those investments which have been 
approved of as safe by vox 'popidi, wliilst the 
thoughtful man will rise above prejudice 
and judge each particular investment on its 
own merits, and, as a rew ard for his independ- 
ence, will obtain the maximum of income 
com>led with the minimum of capital risk. 

nie final question which arises out of my 
argument, and on ■which the reader might 
like to have some information, is the follow- 
ing : Every investor naturally desires to 
derive the greatest benefit he can from his 
money. I have shown by the two tables 
given that there is a large permanent differ- 
ence in the average yield to be derived from 
certain classes of investments. Thus whilst 
gilt-edged stocks produced in 1897 3| per 
cent, (now the yield is 4^- per cent.), specu- 
lative stocks at the same period returned an 
average of 5^ per cent, (now per cent.) 
on the cajntal sum. The statement that 
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most of my readers would probably make 
here is that with the 4 ^ per cent, safety is 
obtained as regards both capital and income, 
and that the increased yield of from f per 
cent, to per cent, is obtained as a pre- 
mium for a certain amount of additional 
risk sustained. This, however, is again one 
of those popular fallacies which are so difficult 
to disprove to the satisfaction of those plac- 
ing their faith in them. In my opinion, a 
really carefully constructed list of invest- 
ments, producing an income of 5| per cent, 
per annum on the capital sum represented 
is not one iota less safe than a scheme which 
embraces only gilt-edged securities and pro- 
duces per cent, to the investor. 

To construct an investment list calculated 
to return 4|- per cent, is, of course, a much 
easier matter than the construction of a 
scheme to produce 6^ per cent., as each 
separate item in the former scheme would 
be selected from groups of stocks Avhich for 
generations past have produced good results. 
It would, therefore, be hardly possible to 
make a mistake in a list of this description. 
In a scheme planned and evolved on the basis 
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of a 5^- per cent, return, however, the con- 
stituent parts might be recruited from groups 
of investments which are considered unsafe 
as groups, and each individual item would 
have to be so chosen as to offer practically 
the same degree of capital safety as stocks 
constituting the 4^ per cent, scheme. Fiirther- 
more, after com])letion the 4|- per cent, scheme 
requires the minimum amount of supervision 
(every item composing it being a safe item), 
whilst the 5|- per cent, scheme would have to 
be tended and cared witli much more thorough- 
ness. 

It is, therefore, not by risking one’s capital 
that one makes sure of additional income. 
It is the extra ti'ouble entailed by properly 
looking after the 5^- per cent, scheme that 
ensures for the investor the higher yield. 
This is as it should be, and is a perfectly 
natural law of compensation. The lethargic 
investor obtains the minimum, and to him of 
an active tendency and an inclination to learn 
is granted the maximum, in both instances 
the capital safety being very much alike. I 
know of a good many most experienced 
nvestors who even consider a 4|- per cent. 
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investment scheme more risky than a 5| per 
cent, scheme. This, of course, is tending 
towards the extreme, but there is a good deal 
of foundation for their argument, as the 
following table will show. 

For the purpose of this argument I am using 
two stocks which have already been referred 
to in tlie course of the present article, viz." : 
the South Eastern Eailivay Debentures, and the 
Costa Rica Railway (this time the Prior Lion) 
Debentures. The South Eastern Railway 
Debentures are looked u}) to as something 
very sound and choice in the shape of 
an investment, simply because they come 
under Home Hallway Debentures, and, be- 
longing as they do to a very line group, arc 
considered safe, and yield on an average 
between per cent, and 3y per cent. On 
the other hand the Costa Rica Railway is 
considered highly speculative, partly because 
it is a foreign railway and partly for the 
illogical reason that it suffers for the shady 
rejmtation the Ciosta Rica Government loans 
have made for themselves. Therefore this 
investment yields 5 per cent. Now, what 
are the facts on an investigation of the position 
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of both these stocks ? The South Eastern 
Railway distribiites annually about £1,250,000 
in the shape of dividends on all its classes of 
stock. About £350,000 of this sum goes to 
the debenture-holders and £900,000 to the 
shareholders. The South Eastern Railway 
Debentures are therefore secured, so far as 
iacome is concerned, to the extent of about 
2^ times. The Costa Rica Railway, on the 
same basis of calculation, distributes about 
£105,000 annually. Of this sum, however, 
only about £12,500 goes to the debenture- 
holders, and £92,500 to the classes which stand 
behind them. Therefore, Costa Rica Railway 
Debentures, frojn the point of view of income, 
are secured over sevenfold, and hence are 
the better secured of the two stocks. If, how- 
ever, the reader prefers to take the average 
capital value as a criterion, he will find the 
following figures in keeping with the results 
arrived at from the income comparison : — 
AVEJR.A.11JR Prices. 



1897. 

1898. 

1899. 

1900. 

1901. 

1902. 

1903. 

1904. 

190.) 

. 1906. 

Ciwta fliea 











Itly. rnoT 

LelI 










Mt. Del). 

1048 

103J 

103 

lOdi 

I02i 

lOOi 

99i 1 

103* 102* 

S. J5ast.t*ru 










lUy. 5% 
Deba. 

|l90i) 

1831 

176^ 

lObjJ 

Jotvl 

167 

151 

im 

147* 

|l46i| 


s 
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It will be observed from this table that this 
year’s average price of the Costa Ricxi Railway 
Debentures is only 2| points below that of 
1897, and that in those ten years there has 
been a fluctuation to the extent of 43| points 
in the South Eastern Debentures. Almost 
any stock mentioned in this article, which 
is subjected to a similar analysis, will show a 
like result. In other words, it will prove to 
the reader that the high yielding stock, 
properly chosen, is by no means weaker in 
capital safety because of its high yield than 
the low yielding stock. 

Briefly, then, the following sums up the 
principal points in my argument : — 

1. Any investor who at present obtains a 
smaller average yield than the average yields 
mentioned in this article is simply wasting 
income. 

2. The intelligent investor who is willing 
to take some trouble, and expend a certain 
amount of care on the construction and 
maintenance of his Investment List, is entitled 
to receive almost double the amount of iticomo 
that his less alert and active brother investor 
will make. 
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3. The yield received from an investment 
cannot rightly bo regarded as an indication 
of the safety afforded by that investment. 

One of the greatest follies that can possibly 
be committed by an investor is to gather into a 
list a miscellaneous collection of stocks, some 
yielding a large income, and some giving the 
Idwest possible return, with the idea of arriv- 
ing at an average income. In all such cases 
capital stability is entirely sacrificed without 
any compensation being obtained. I laid 
it down as a rule in Invesinmd an Exact 
Science that “ safety of capital is obtained by 
its even division over a number of sound stocks 
identical in fluctuation, and every slock held 
must be subject to an entirely different market 
infliience” 

The mixed list mentioned above cannot 
possibly conform with this rule, as the fluctu- 
ation of the investments would not be consis- 
tent. A scheme of this description, then, 
would be unsound, ev^ in its fundamental 
principles, and this is the reason why I have 
not thought it necessary to touch upon this 
point throughout the course of this article. 
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Taking it all in all, “ John Bull,” is by no 
means a bad investor. Like ever3rthing eltJe 
in connection with tliis gentleman, his invest- 
ment list is very bulky. Indeed, it is infinitely 
more bulky than that of “ Brother Jonathan ” 
and “ Madame La France,” although they are 
both considerable investors, yet they have 
neither of them laid by anything like so con- 
siderable a hst of stocks as “ John Bull.” 
Being of a very enterprising turn of mind 
“ John Bull,” at the very outset of his in- 
vestment career, turned his attention to all 
parts of the globe, and, in this way, he secured 
a truly international list of investments. 
There is hardly any considerable spot on the 
face of the whole globe which has not at- 
tracted his capital. (Jonscquently he has 
not only participated in his own prosperity, but 
has practically made all other nations work for 
him. As a result, a world-wide distribution of 
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investments has been achieved, and although 
he has experienced some nasty knocks at 
times, on balance he has done rather well. 

There is a very curious fact in connection 
with British investment which is hardly suf- 
ficiently realised by the public at large. Al- 
though the Britisher is very businesslike in 
most tilings, in the matter of investment a 
somewhat haphazard vv'ant of method prevails 
with him. Of the 2.50,000 individual people 
who hold stocks in this country there is but 
a very small proportion who give to their in- 
vestments that attention which they really 
deserve. A large number of people who live 
entirely upon the income produced for them 
by their investments hav^e, in a great many 
instances, not worked for their invested capi- 
tal. The money which their stocks represent 
has been handed down to them by their fathers 
or grandfathers, and they, therefore, do not 
consider it any part of their duty to look after 
the welfare of their stocks, and, as a matter of 
fact, they leave these stocks to pretty well 
take care of themselves. There is another 
large proportion of the investing public who 
regard the funds represented by their stocks 
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and shares as of quite secondary consideration. 
These are engaged either in some trade or 
profession in which they are making money 
fast. Whenever these people find their bank 
balances assuming unduly large propor- 
tions, they send a part of them to some stock- 
broker to be safely invested. No sooner h^ 
that act been accomplished than, to all in- 
tents and piuposes, they do not trouble any 
further than is necessary about the progress 
of their invested fund. A large amount of in- 
vested capital is placed in the care of trus- 
tees, and in this way really great fortunes in- 
vested in stocks are left practically untended 
and take care of themselves. The small in- 
vestor as a rule does not consider it worth his 
while to trouble much about his stocks. The 
few five-pound notes produced per annum by 
his investments are so small in proportion to 
his earnings that he looks upon the whole 
matter of investment as a kind of side-show, 
and he would consider it an extraordinary idea 
if some one suggested that it would bo wiser on 
his part to take a little trouble over the 
matter. 

As a matter of fact the whole method of in- 
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vestment in Great Britain and the attitude 
adopted by the British public towards their 
investments are rather wasteful. This is, 
of course, a general characteristic of every- 
thing in connection with British life. War 
Office scandals, municipal extravagance, and 
qpnversion of civic funds into huge dinners 
are not duo to the lack of a high code of 
national honour. They are simply a form of 
the largo wasteful joint which the British 
“Mother” provides for her family without 
due thought as to whether another form of 
cookery would be more advantageous for 
the family exchequer, like the British navvy 
working in the sweat of his brow for a small 
wage, and then buying a steak at a shilling 
a pomid and burning it up on an extravagant 
fire in order to prepare it for his breakfast. 

We know of many cases whore funds 
amounting, in the aggregate, to six figures are 
left by their owners practically to take care 
of themselves. If it is pionted out to such 
an owner that, by a little care and attention, 
he might vastly improve his capital safety and 
income, the answer frequently returned is, 
that he is fully aware that something ought 
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to be done, and that it has been his intention 
all along to do that something some day. 
Tt is not that the ordinary investor does not 
feel that he is by no moans doing justice to 
himself and his capital, he is much too shrewd 
for that ! It is simply his want of appreciation 
of the importance of the subject which pre- 
vents him from taking the necessary stops. 

Great Britain was at one time an uncul- 
tivated island, and although this island pos- 
sesses a vast number of natural advantages, 
yet its present wealth could never have been 
produced from the soil itself. It was by 
trading with the whole world that England 
became rich, and if the vast fortunes which are 
prevalent at present in England are traced to 
their origin it will be seen that the nucleus has 
invariably been made in trade or commerce 
of one kind or another. 

For these reasons the Englishman is not 
only naturally wealthy, but he is a business 
man by heredity, and the centuries of money- 
getting which have passed over the country 
have made him perfect. It naturally fol- 
lows, therefore, that the instinct of the British 
investor is good. If put to the point, if forced 



HOW THE BRITISH PUBLIC INVESTS 265 


to give the subject due consideration, he in- 
variably does well with his money. The great 
point, therefore, is to show him the avenue 
which leads to improved capital and in- 
come, and also to impress him with the fact 
that in this instance the game is really 
W3rth the candle. 

As soon as this is done, and done to a suf- 
ficiently large extent, the Ijondon Official 
Stock Exchange List will cease to be the true 
“ Tom Tiddler’s groimd ” which it is at pre- 
sent. 

However, we do not wish to be misunder- 
stood by our x’oaders. We do not want them 
to thijik that, in our opinion, money is to be 
picked up by studying the “ Oflicial List ” of 
Stock Exchange prices in a haphazard man- 
ner, or by any kind of speculation, as nothing 
is further from our thoughts. 

Our long and very varied practice and ex- 
perience have proved that all speculations, 
sooner or later, result in disaster. This is 
the reason why wo should advise every investor 
to adopt the same view in his own interest, 
unless some really remarkable and extraor- 
dinary opportunity presents itself. No large 
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fortunes are, in our opinion, to be made rapidly 
by the study of investment, but capital safety 
can be improved upon and incomes consider- 
ably increased by this study. If due atten- 
tion is constantly and persistently paid to 
these two factors the aggregate result taken 
for a number of years will lead to fortung. 
“ Take care of the pence and the pounds will 
take care of themselves ” ; avoid capital 
losses, and add slightly to your income, so that 
you are able gradually to build up a Reserve 
Fund, and every investment list, however 
humble at the commencement, will steadily 
increase, and will assume unthought of 
proportions. It is not the sudden accumu- 
lation of wealth which is lasting ! It is the 
saving nature of an investment account 
which gradually rises that ultimately pro- 
duces great results. 

Now the question will be asked. What is the 
nature of this “ Tom Tiddler’s groimd,” and 
how are the coins to be picked up in it ? The 
answer is much simpler than many people may 
suppose, viz., do not be simply satisfied with 
what you are doing, but compare your ovm 
results with those achieved by your neighbour, 
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and only rest contented if you find that your 
results are equally as good as his. 

The Financial Review of Reviews gives in 
each of its issues the highest and lowest prices 
of nearly 5,000 of the principal securities, also 
the dividend obtained on these and the yield 
obtainable at their present price. K this 
exhaustive list, which really represents the 
bulk of all British investment is compared with 
a list of another country, say France or Ger- 
many, a startling fact is immediately dis- 
covered. The total French or German list 
exhibits an extraordinary amount of similar- 
ity, that is to say, there is a certain standard 
of yield and safety which invariably governs 
the price of the investment. AU safe deben- 
tures or dobcntxire stocks give within a second 
decimal fraction the same yield, and all 
shares of a non-speculative kind do the same, 
so that there is very little to choose between 
two equally safe investments. This result 
is brought about by the fact that the French- 
man is thrifty and the German is poor ; the 
one egged on by his tlmft and the other by 
his poverty, they both study the whole field 
of investment very closely before putting 
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their money out. Both these nations are 
studious, and the German particularly good at 
arithmetic. Hence the minutest advantage 
offered by one class of investment over another 
is immediately detected and an army of 
investors, like a set of vultures, pounces down 
upon it and thus raises the prices of that stock 
to its normal level. 

In England nothing of the sox*t takes 
place. The Englishman, when he goes out 
investing, does not look upon it, as we have 
already said, as a serious business, and there- 
fore he is quite ready to accept whatever stock 
happens to be most handy. This is the reason 
why some of the most extraordinary anomalies 
are produced. 

Let us turn, qxiite at random, to one of the 
pages of tables contained in the Review. 
On page 45 we find the Three-and-Thiee- 
Quarter per Cent. Debentures of the City 
of London Keal Property Company, also the 
Three-and-Three- Quarter per Cent. Deben- 
tures of J. and P. Coats. Both these Deben- 
tures return the same rate of interest, and if 
they are selling at different prices there ought 
to be a difference in their safety. As a matter 
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of fact, the City of London Debentures are 
selling at 96, with four months’ interest ac- 
crued ; their real price is, therefore, about 
95, whilst the Coats’ Debentures, which are 
just ex-div., are selling at 109. Here, there- 
fore, is a diflEerence in price of 14 per cent., 
which is equal to about one-seventh of their 
tfltal nominal value. Now, how is this price- 
diflEerence justified ? By turning up the 
Investor's Shilling Year Booh we find that the 
City of London Real Property (,!ompany was 
established in 1864, that it has a reserve fund 
of £343,000, that its Ordinary shares are quoted 
at about 250 per cent, premium if calculated 
upon the money paid thereon, that large and 
steady dividends are paid on its Ordinary 
capital. In fact, here we have one of those 
rich, old-fashioned concerns which practically 
melts in its own fat, and its Debentiu’e stock 
is as safe as anjrthing possibly can be. Having 
established this fact we think it is superfluous 
to turn to the safety of Coats’ Debentures. 
The Real Property Debentures are butter on 
bacon —surely, whatever the qualifications 
of the others may be, they cannot be better 
than that. We have therefore established the 
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fact that on a single page of the tables, taken 
quite at random, there are two stocks which, 
for all intents and purposes, are absolutely of 
eqital value, and yet the one can be bought 
£14 cheaper than the other. This is where 
the “ Tom Tiddler’s ground ” comes in. 

Naturally the comparative merits and 
cheapness of the two stocks cited are poitfts 
which will only interest the relatively suiall 
circle of investors who hold debentures of a 
similar type. But to those who are thus 
directly interested, and whose capital thus in- 
vested returns them a yield of under £3 15.s'. 
per cent., the above analysis should provide 
both food for thought and a stimulus to take 
active steps to improve their own mdividual 
investment positions. 

Now the Statistical Tables of the Review 
will be found to teem with debentures which 
can be judged by the self-same standard of 
desirability as is displayed by the City of 
London Real Property Debenture. For ex- 
ample, pages 14, 15, 16, 17, and 18 of the 
Tables contain debentures, preference stocks, 
and guaranteed shares, and yet on those pages 
not a single instance will be foxmd of a stock of 
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similar intrinsic value which returns the same 
substantial yield to a present purchaser as 
does the City of London Real Property Deben- 
ture. In the aggregate these pages repre- 
sent fully £250,000,000 of invested capital, 
and our Tables show that on an average these 
two hundred and fifty millions are earning 10.s. 
p«r ceiat. per annum less income than is ob- 
tainable from the purchase of City of London 
Real Property Debentures. The practical 
value of this information is now obvious : as, 
by means of it, the investor is afforded an 
opportunity of increasing his income by 15 
per cent, at a single stroke, whilst at the same 
time he attains this desirable end without in 
any way diminishing the safety of his invested 
capital. 

We want it, of course, to be clearly under- 
stood that we do not particularly advocate 
the purchase of City of London Real Property 
Debentures. As a matter of fact we do not, as 
a further search will show yet better invest- 
ments. But we have simply used this stock 
in order to illustrate broadly the anomalies of 
the London Stock and Share List, and how, 
by a little trouble and attention, every indi- 
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vidiial investor can improve his own position. 

Prior to the publication of the Financial 
Review of Reviews, there was no periodical in 
Great Britain which gave the same informa- 
tion as the tables of i.his journal give month 
by month. It was with a view of drawing 
public attention to the market anomalies which 
exist on the London Stock Exchange tlmt 
these tables have been published, and the main 
object of the present article is not only to illus- 
trate their use, but also to explain how the pre- 
sent contradictory prices have come into exis- 
tence. 

We have previously stated that the British 
investor as a rule does not give that attention 
to his investments which the subject deserves. 
When he loses money on his investments the 
chief cause of the loss is usually to be traced 
to his want of experience in considering the 
nature of the investment which he selects. It 
is his lack of comparative analysis whichrenders 
the average investor so easy a prey to the 
company-promotor. Curiously enough it is 
in so important a matter as the investment 
of capital that the British public fails to dis- 
play that strong conservative instinct which is 
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the chief national characteristic. Strange to 
say the very man who would almost regard 
a change of boottnakers as a step towards 
revolution is the most prone to fall a victim to 
the insidious wiles of a well-concocted prospec- 
tus — ^the man who venerates the old-fashioned 
bootmaker as a god, turns lightly aside from 
the contemplation of an old-established secur- 
ity to offer incense to some idol with feet of clay 
in the shai)e of a brand new company, the 
name of whose chairman or the wholly fanciful 
estimate of whose profits may have happened 
to attract him. This folly the British investor 
continues to repeat througliout his life, regard- 
less of the fact that only about 18 per cent, 
of the new companies floated ever survive to 
celebrate their tenth birthday. 

What makes this neglect of the well-estab- 
lished company and this wild worsliip of new 
ventures the more inexplicable is the fact that 
even if it were safe to accept prospectus pro- 
mises at their face value, and implicitly to be- 
lieve in the forecasts of the future as set forth 
by the over sanguine promoter, it would still 
be found that the actual aclrievements of exist- 
ing well-tried companies eclipse most effectu- 

T 
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ally the piecrust promises of the imaginative 
prospectus. 

If, for example, a new Five per Cent. 
Brewery Preference Stock were to be offered at 
par, then, before applying for an allotment, the 
tables giving particulars of this class of stock 
should first be consulted. On the face of it, 
a Five per Cent. Brewery Preference at par 
would seem to be a very fair investment, but 
when it is found that Alton Brewery Five per 
Cent. Preference can be bought at 20 per cent, 
discount, Arnold Pcrrett Six per Cent. Pre- 
ference at 5 per cent, discount, Arrol (Archi- 
bald) Five-and-a-Half per Cent. Brewery 
Preference at 37 per cent, discount, Ashby’s 
Brewery Five per Cent. Preference at 5 per 
cent, discount, all of these paying regular 
dividends, the gloss which seemed to shine on 
the prospectus proposal forthwith entirely 
loses its lustre. The brewery shaxes instanced 
above are selected at random, without refer- 
ence to their present desirability, and are 
merely mentioned to illustrate the method in 
which our Statistical Tables should bexitilised. 

Of course there are a good many pitfalls to 
be guarded against when comparing one invest- 
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merit with another, and in order to be able to 
carry out this work satisfactorily a know- 
ledge of the different classes of stocks and 
how they compare with each other, in regard 
to safety both of capital and income, must 
be acqitired. Attention must also be paid 
to the varying character of the investment 
opportunities which present themselves in 
the case of stocks selling at a premium 
and of stocks selling at a discount, and to the 
risks attendant upon holding partly-paid 
shares, which expose the mvestor to the pos- 
sibility of further capital-calls in the future. 
All these cardinal j)oints of investment are 
fully discussed in JIoio to Manage Capital, a 
small handbook published from the same 
office as the Review. This book is designed 
to inform anyone, however ignorant of 
financial matters he may be, as to the 
main features of the investment question. 

All readers of the Review who grasp the 
importance of subjecting their own invest- 
ment holdings to strict analytical comparison 
by means of our Tables, and who realise that 
money is to be made without the shghtest 
■ taint of speculation by exchanging a compara- 
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tively sterile investment for another of more 
abounding yield, will bo well advised to obtain 
a copy of How f-o Manage Capital before pro- 
ceeding to put our Tables to practical use. 

In this matter the investor will fmd that 
his investigation will also bo greatly facilitated 
by using the form for the index of one’s own 
holdings contained in every issue of tlie 
Review. Such an index, once pn^pared, servos 
as a true guide to what the investor has actu- 
ally accomplished, and also to what ho juight 
accomplish. 

In the tables aU stocks are grouped accord- 
mg to their kind. So that, by comparing the 
revenue received on one’s own holding with 
the revenue yielded by similar stocks contained 
on the same page, the investor, without any 
trouble at all, sees at a glance whether his 
stock is really the most advantageous to hold. 

But it is not by considering each individual 
stock separately that the safety of an invest- 
ment list is ascertained ! Capital safety is 
only obtainable by a true system of averages, 
and that system of averages can only be 
arrived at by a good international distribu- 
tion of investments. 
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We have stated at the outset of this article 
that one of the chief reasons why “ John Bull ” 
is successful with his investments is, and has 
always been, the truly international charac- 
ter of his investment list and the wide area 
over which his investments are distributed. 

^he advantages to be obtained by distri- 
buting a capital sum to bo invested over a 
world- wide area are fully sot forth in “ In- 
vestment an Exact Science.” Within the 
limits of this article it is impossible to do more 
than outline the system of the Geographical 
Distribution of Capital. Suffice it to say that 
in no two countries of the world are the same 
investment influences at work. Different 
climates beget constant variations in agri- 
cultiu-al prosperity, for instance. When the 
Argentine wheat crop is a failure it is compen- 
sated for by an abundant harvest in Russia 
or elsewhere. Similarly when the English 
iron-trade is brisk, it is probable that there is 
a simultaneous depression in the iron interests 
of the United States or of Germany. But over 
and above these cycles of local prosperity 
and depression there stands out the fact that 
owingtothe world’s ever-increasing population 
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the trade of the world, viewed as a whole, is 
constantly expanding. It follows, therefore, 
that an investor who makes the whole world 
his investment field, instead of confining his in- 
vestment area to one country, must benefit by 
the perpetual growth of the world’s trade. 
The result of this investment discovery has 
been to render it a matter of primary impor- 
tance that an investor’s capital should be 
systematically distributed over a world-wide 
area. 

To many of our readers our whole method 
of approaching investment questions will be 
a revelation of a new system, and the idea of 
instituting an analytical comparison between 
kindred investments will possibly strike them 
as a novelty. Consequently they may desire 
some initial aid when turning our Statistical 
Tables to practical use. It is with the view of 
meeting such a contingency that an Inquiry 
Coupon is bound up in the Review. Our 
subscribers purchase with their Review the 
right of making inquiries respecting their in- 
vestments. This right, if freely availed of, 
will put our readers in a position to obtain the 

TTnavinrmm q r1 \rnnf;n ciro ■frnill sf.H.f.lft- 
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tical information which we publish. Should 
an investor feel in any way doubtful of the 
wisdom with which his own Investment List 
has been selected, he should submit a list of 
his holdings to us, together with our Inquiry 
Coupon, and we vrill, in return, send him a 
short and concise report upon his entire 
position, indicating in which directions an im- 
provement is possible. 

By amending the Limited Liability Acts 
the Government have endeavoured by law to 
guard Investors against pitfalls. This is, of 
course, a very laudable attempt, but, in our 
opinion, not quite the right direction in which 
the desired object is to be accomplished. For 
grandmotherly legislation of all kinds has 
never achieved any praetical success in this 
country. The British investor merely requires 
to be put in possession of sufficient technical 
knowledge to enable him to form an indepen- 
dent opinion of his own, and, with this as- 
sistance, his own strong commonsense will 
prove to be his best investment protection. 

“ John Bull,” as a whole, has done very 
well on his investments, but only if the whole 
of British investments are grouped to- 
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gether. The benefits of these results are nn- 
evonly distributed among the large crowd 
which constitute the army of English investors. 
Thus there are some who manage to make very 
largo incomes out of their invested capital? 
whilst there are others who have but poor re- 
sults to show. It is with the object of increa^j- 
ing the proportion of successful investors that 
our financial investigations have been con- 
ducted and our financial handbooks liavo been 
published. 



Money Scares and I'hcir Origin 

If tlie subject of the present money scared 
viere not such an extremely serious matter 
to all classes of society almost the world over, 
the majority of the innumerable articles 
which are just now filling the newspapers 
would afford rather amusing reading. To 
the man in the street it would appear from 
these articles as if we were face to face with 
some calamity which could neither have been 
foreseen nor guarded against. As, however, 
the present crisis appears to me to have 
merely been the inevitable result of certain 
universally accepted princi]>les of banking, 
perhaps it may be timely to examine into the 
actual cause of the scare through which we 
are now passing. 

As in the course of ray argument I shall 
be conn)elled to make use of an array of 
rather disconcerting figures, I should like to 
make it clear at the outset that I am by no 
^ Written Dcceni])cr, 1907. 
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means an alarmist. On the contrary, I am 
convinced that the present crisis has so thor- 
oughly exposed the shortcomings of the 
Monetary System adopted by the principal 
commercial countries that humanity cannot 
but benefit by the exchange of views which 
must now almost inevitably take place be^ 
tween responsible Statesmen and leaders of 
Finance. 

The point wlxich I sliall first seek to establish 
is that the origin of all financial scares is the 
logical sequence of the world’s methods of 
banking. In order to prove this point, I 
will explain the origin of panics to my readers, 
who, I take it, all have banking accounts, 
by an illustration of how a feeling of uneasiness 
amongst those Avho have banking accounts 
rapidly develops into a national panic. Now 
in all countries in which banking exists in 
its highest state of development, the current 
account with a bank takes the place of the 
cumbrous pocket-book bulging with notes 
and gold. The idea of a banking account 
is that the customer’s money lying in the 
bank, is there for safekeeping, and at its 
owner’s disposal whenever he chooses to 
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withdraw it. So long as such withdrawals 
take place in the normal way, the bank’s 
customer draws a cheque and hands it over 
to the customer of another bank to whom he 
is indebted. The recipient of the cheque in 
his turn pays in to his own bank the cheque 
which he has received, and by tliis means an 
exchange of an amount of money from one 
man’s credit to that of another takes j)lacc be- 
tween two banlm without any actual cash being 
used in the transaction. But in abnormal 
times financial trouble immediately arises when 
a large number of panic-stricken men with 
banking accounts suddenly make up their 
minds to withdraw their balances, for in a 
financial emergency actual cash enters into 
such withdrawal transactions, because the 
bank’s customers withdraw their balances 
in cash and hoard their money in their own 
safes. Indeed, under the banking system of 
Great Britain, it would be immaterial whether 
they withdreAv their bank balances in gold or 
in Bank of England notes, as every Bank of 
England note represents a certain amount of 
gold being kept against its issue by the Bank. 

The reason why trouble must immediately 
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ensue upon any large withdrawal of cash from 
our banks is obvious when it is appreciated that 
whereas £900,000,000 are deposited with the 
banks of the United Kingdom, yet the total 
amount of cash in existence in the Kingdom 
is only estimated at £125,000,000. 

Therefore rather less than 3.9.of each poun^ 
sterling, which is owned by banking de- 
positors, has any actual existence. Further, 
the £125,000,000 of cash in the United King- 
dom includes the loose cash which all of us 
carry about in our pockets. As it would bo im- 
possible to collect such loose cash by any 
means, I am fairly within the mark in stating 
that only about one-tenth of all the deposits 
in English bankscould possibly be forthcoming 
if all the depositors simultaneously called for 
their cash. And this one-tenth could only be 
raised by denuding the Bank of England and 
every other bank in the Kingdom of every 
shilling in cash which they hold. 

As throwing a further curious sidelight upon 
a situation which is sufficiently curious in 
itself, it is noteworthy that the cash in hand 
and the cash at short notice, as set forth in the 
balance-sheets of the United Kingdom on 
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June 30 last, amounted to £250,000,000. 
But, as already stated, the total cash in 
existence in the United Kingdom is only 
£125,000,000. So that if every bank wore to 
try to lay its hands uj)on its own cash in pre- 
cisely the same way as its do])Ositors do in times 
of jjanic, then there would only be sufficient 
<?iish in the country to allow of a payment to 
the bankers of 10s. in the pound all round. 
This extraordinary state of affairs is accounted 
for in the following manner : A eoinitry bank 
keeps an account with a London clearing bank, 
and the clearing bank in its turn has an account 
with the Banlv of England. Kow, supposing 
this country bank has, say, £40,000 cash in its 
balance-sheet, then this very same £40,000 also 
figures in the balance-sheets of the London 
clearing bank and the Bank of England — in 
fact, it does service three times over, 

Tlieso are the figures of the available cash 
in the United Kingdom. I will not weary 
my readers by giving similar sets of figures 
for other civilised countries, but I will con- 
tent myself with stating that the result 
would practically be the same in nearly all 
other countries. In brief, by far the larger 
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portion of the cash, which people imagine 
they have in their banks, the world over, does 
not actually exist at all. In order to substan- 
tiate this statement, 1 append a table giving 
the proportions of cash in hand as against 
deposits, hold on behalf of the public, of 
eighteen rejiresontative banks of eighteen 
countries. In this table I coniine myself to 
two principal colunias : one is the cash in 
hand at call — in fact, at the command of the 
banks at short notice — the other is the cash 
duo to customers by the banks on current 
accounts, deposits, etc. J have already 
stated that, in the case of England, the banks 
themselves could only obtain JO.s. in the 
pound of the sums due to thorn if they simid- 
taneoLisly attempted to call up the cash to 
which they were entitled, and I should like my 
readers to bear this point in mind when com- 
paring the cash nominally in hand with the 
amounts actually due to customers by the 
various foreign banks depicted in the table. 

Aa an instance of tho very high esteem in 
which the fiirest Continental banks are held, 
the Credit Lyonnais owes 1,796,000,000 francs 
to its customers and has under 138,000,000 
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francs ready to meet this possible demand. 
The Oesterreicliischc Orcdit-Anstadt with 
13,000,000 kronen in hand owes 448,000,000 
kronen to its customers, and yet finds this 
seemingly slender axnount sufficient for 
its needs, so deeply rooted is public con- 
fidence in the stability of this institution. Or 
again, the Central Bank of Norway and the 
Banish Lcindinans Bank enjoy such leputa- 
tions that they find themselves able to con- 
duct their business satisfactorily with their 
cash in hand representing only about 3 per 
cent, of the sum for which they are liable 
to the public. 

Having thus clearly established the fact 
that all over the world there is a very largo 
discrepancy between the amount of cash in 
existence and the amount of cash which the 
inhabitants of the world severally own, let 
us now examine how this extraordinary state 
of affairs comes about. When approaching 
tins subject, every reader must draw a sharj) 
linn of distinction between cash on the one 
side and property of all kinds, including 
Government loans, stocks, bonds, lauds, and 
houses on the other side — in fact, everything 
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which is of value to mankind. Such property 
truly represents money’s worth, but, before it 
is possible to employ that value as a medium 
of purchase, it is first nocessar3'^ to sell the 
property or, in other words, to convert it 
into cash whic’ at any time will buy anything 
which is puif'hasablo. The distinction be- 
tween cash and property is, that the first is 
an universally recognised medium of exchange, 
whilst the second is not. 

Tho customers of a bank pay cash into their 
drawing accounts simply and solely because 
they have not made up their minds into what 
class of property they will ultimately convert 
it ; they leave their cash with their bank in 
order that it maj’’ lie there at their ready 
disposal. Now tho banks are all anxious 
to create revenue for themselves by the 
employment of the cash so entrusted to them. 
But it is only when cash is lent on loan that 
it is capable of producing revenue. Conse- 
quently, the banks lend out their customers’ 
cash at interest as fast as they receive it, 
with tho result that the cash paid into a bank 
promptly leaves the bank and passes into the 
hands of a borrower. Again, the borrower 


u 
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only applies to the bank for a loan, in order 
that he may employ it to his own advantage, 
and directly he so employs it, the borrower 
thereby converts the cash which he has 
borrowed into property which he acquires. 
It will, therefore, be seen that in the ordinary 
way of business it is the function of banks to 
receive cash from their customers and to 
convert the cash so received into property. 
This is the reason why the cash of which the 
public is possessed largely ceases to exist in 
cash form, it being converted into property 
by the everyday transactions of bankers. 

Naturally the bankers, as is shown by the 
Table already given, do not turn the whole 
of the cash entrusted to them into property. 
They are careful to retain sufficient cash 
resources to equip themselves with tUl-money 
and to provide for the ordinary emergencies 
of business. With the result that so long as 
ordinary conditions prevail, and so long as 
the cash withdrawn from one bank by one 
person is promptly paid into a second bank 
by another person, the monetary world 
revolves steadily enough on its own axis. 
But so soon as there is the slightest clog in 
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these delicately balanced wheels, the whole 
machinery is tlirown out of gear, and this is 
precisely what has happened in the United 
States at the present time ; for in that 
country a deep-seated distrust of the banks 
is causing people to withdraw their cash and 
to store it in private hoards. 

This withdrawing of cash from circulation 
is most crippling to the banker : for, although 
he practically never lends money except 
against ample security, the cash which he 
has lent is locked up in property. So that 
whilst he may be quite incapable of meeting 
the simultaneous demands of liis depositors, 
yet the banker ahvays has solid security in 
his hands ; and, if he were only given time, 
any banker conducting a prudently managed 
banking business would have no difficulty 
in paying 205. in the pound. Unfortunately, 
however, promptitude of payment is the 
very essence of the contract between the 
bank and its depositors, and it is the shghtest 
suspicion that payment may be delayed 
which causes a panic. The nervous impatience 
of the agitated depositor will brook of no 
delay, and this is the menace wliich con- 
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stantly overhangs the banker, who does no 
more than employ the funds entrusted to 
him with the most scrupulous observance of 
the strictest canons of finance. Unfortun- 
ately, the traditions of the banking world 
have rather tended to foster tliis wild unreason- 
ing demand for money on the part of deposi- 
tors. For instead of adopting a policy of 
candour with their depositors and accustom- 
ing them in times of serenity to grow familiar 
with the fact that the normal condition of a 
bank is to employ its money up to the hilt, 
bankers have, in a spirit of over-cleverness, 
attempted to throw dust in the eyes of their 
depositors by indulging in the process known 
as window-dressing on the eve of each recurr- 
ing half-yearly balance-sheet. This process 
consists in the banks calling in as much cash 
as possible in order to present an apj)earance 
of artificial strength in their published ac- 
counts. If instead of pursuing this vicious 
system, bankers were boldly to enlighten the 
public and to allow them to see the true cash 
basis upon which the pyramid of credit is 
built up, it is at least probable that bank 
depositors would in no long time become 
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educated to steady their nerves and keep 
their lieads cool in times of financial crisis. 
It would certainly be to the advantage of 
the banking community if every depositor 
thoroughly understood the actual position, 
and if he were to realise that, given only 
reasonable time, all soundly constituted banks 
can meet their engagements without faltering. 

The above argument establishes the fact 
that so long as money and money’s worth 
are taken to be one and the same thing no 
trouble can arise. But property is jnoney’s 
worth, and it is in times of crisis that property 
cannot be converted into money. The root 
of all banking trouble lies in the fact that the 
cash resources of the world would only suffice 
to convert a very minute proportion of the 
property in the world into money. 

Leading European commercial nations have 
adopted what is known as the gold basis for 
their monetary sj’^stem, that is to say, gold 
is supposed by them to be the only kind of 
property which can be converted into money 
without any intermediate process of sale — by 
simply minting it into sovereigns, marks, 
francs, or dollars. As there is not enough gold 
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to furnish a sufficiency of currency. Govern- 
ment Bonds have to a certain extent been 
siibstitutedfor gold as the basis for an issue of 
paper-money. Thus, the Bank of England, for 
example, is empowered to issue notes not only 
against gold, but also against Government 
Bonds. Some people seem to be of the opinion 
that gold alone is capable of forming the 
foundation of a Monetary System. They seem 
to forget that for generations past this duty 
has been successfully fulfilled to some extent 
by Government Stocks. Gold, of course, is 
not money, as it is only the mint wliich con- 
verts gold into money. But Government 
Stocks are certainly not money but property, 
and yet this property has served very suc- 
cessfully as a basis for cuironcy, so that it is in 
this direction, doubtless, that the solution 
of the whole monetary problem lies. It 
would seem as if Statesmen and Financiers 
would have to agree upon some process 
whereby some special description of property 
could bo converted into money, without the 
necessity of its being first sold. We can 
convert money into property at any time, 
and if we could reconvert property into 
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money in sufficient quantity, when the neces- 
sity arose, the whole monetary and bank- 
ing problem would be solved. The United 
States are taking a step in this direction by 
their contemplated issue of Panama Bonds. 
Let us hope that this issue will prove efficaci- 
ous, and that it will indicate the direction in 
which a more elastic system of currency is to 
be found. For it is by tliis time patent to 
every one that the quantity of gold in exist- 
ence is insufficient to meet the demand for 
currency which the present trade and com- 
merce of the world entail. Further, there 
is no possibility that the stock of gold can 
increase sufficiently to satisfy this demand. 
Therefore some substitute must be found to 
supply the place of the gold which is not 
forthcoming. To some of my readers silver 
and bimetallism will here intrude themselves ; 
they will say, why not simply add the stock 
of silver to the stock of gold, as used to be 
the case, and thus increase the quantity of 
the whole. These means would, however, 
prove quite inefficient ; no, it will be neces- 
sary to demonetize gold, just like silver has 
been demonetized, and to start on an abso- 
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lutely new basis. I have worked out such a 
basis — but this is not the subject of the 
present article. 

To the man in the street the whole bank- 
ing position must seem ludicrous. He hears 
that one bank alone in the United States 
has failed for £40,000,000, and that many 
other institutions of similar size are hard 
pushed for money. He knows that the 
London Bankers’ CleariTig House turns over 
in the course of one year over £12,000,000,000, 
and on Stock Exchange Account Days alone 
more than £2,070,000,000 ; w'hilst the provin- 
cial Clearing Houses swell this total to the 
extent of £203,000,000 at Liverpool and 
£263,000,000 at Manchester, with propor- 
tionate amounts at other large industrial 
centres. Against this huge marshalling of 
millions he suddenly hears that, as a great 
concession, the Bank of France has arranged 
to allow three millions of gold to go to America 
and a further two millions is being shipped 
from England to the accompaniment of much 
head-shaking and knee-trembling on the part 
of our financial authorities, and with the 
Bank rate rocketting up to a point which 
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is calculated to strangle legitimate trading 
activity. In the midst of all this fuss and 
flurry it must apx)ear to the disinterested 
spectator that fhese few )>a1try millions of 
gold sent out to allay a trouble involving 
thousands of millions of x>roperty is very 
lijic placing a fl^' in the path to arrest the 
charge of a stamxioding elephant. 

What reduces the jiosition to a further 
point of absurdity is that statistical tables, 
showing the entire gold movement of the 
world, prove that this merely consists of 
shuttlecock shipments backwards and for- 
wards, and that the permanent st ock of gold 
in any one country, although it fluctuates, 
never fluctuates to any appreciable degree. 
It is true that some countries are steadily in- 
creasing their stock of gold, but the back- 
w.ard and forward movement of gold, whose 
function is supposed in some way to balance 
the trade of the Avorld, is absurdly out of 
proportion to the volume of business done, 
for, according to Mr. Holt Schooling, the 
world’s exports alone amount to over 
£2,000,000,000 per armum, and, as a matter 
of fact, the backw ard and forward gold move- 
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merit between nations has but little to do 
with the real settlement of balances between 
Debtor and Creditor Nations. 

Only those who are directly affected and 
those who have gone deeply into the sub- 
ject realise the amount of havoc which the 
present unsatisfactory monetary system of 
the world plays with trade and commerce. 
All commercial and manufacturing transac- 
tions are based upon careful calculations 
as to cost, and it is only when all the factors 
which enter into these calculations are stable, 
and alter but slowly by small degrees, that 
satisfactory results are to be obtained. Now, 
credit plays a leading part in every branch 
of commerce. Such credit has to be paid 
for in the shape of interest on borrowed 
money, and the amount of interest charged 
depends upon the Bank Rate, which is the 
official rate at which the leading bank of the 
country — with us, the Bank of England — is 
ready to lend. 

This Bank Rate is used for the purpose 
of stopping the export of gold from the 
country, and whenever there is a money 
scare in any important commercial centre the 
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Bank Bate ruling there promptly moves up. 
By this means the price of credit is advanced 
and aU trading calculations are forthwith up- 
set. Although the average stock of gold in 
the Bank of England is only about £30,000,000 
the actual amount of money lent for the pur- 
pose of trade in the United Kingdom exceeds 
£1,000,000,000. The question of whether 30 
millions remains intact or not governs the in- 
terest charged on over 1,000 millions. Surely 
this is not as it should be. Again, the normal 
rate of the Bank of France is 3 per cent., and 
during the last twenty-five years it has never 
been below 2 per cent, nor above 4|- per cent. 
In Belgium the I'ato is even steadier, for it has 
averaged between 2 ^ per cent, and 3|- per cent. , 
any movement over that figure being for a few 
days only. In England, on the other hand, 
there is no such thing as a normal rate, and 
traders have the greatest difficulty in keeping 
touch with its fickle movements. The reason 
for the comparative stability of the Bank 
Rate in other coiintries as compared with 
England is that England is the only country 
in which the export of gold is not hindered 
by legislation, so that this is the only coun- 
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try in which there is a free market in gold. 
Further, of recent years England has made no 
effort to increase her stock of gold, which 
from £22,000,000 in 1887 has to-day only in- 
creased to £29,000,000, whilst France, who held 
£45,000,000 in 1887, now holds £108,000,000. 

But great fluctuations in the cost of 
credit, although they affect the trader seri- 
ously, inflict the greatest injury on the 
working-man, because a very large amount of 
credit is required for all permanent works, 
and consequently, so soon as the rate of 
discount becomes abnormally high, money is 
unobtainable for such purposes. The reason 
of this is that in times of dear money, although 
bankers will still lend to those who are 
likely to repay at short notice, they refuse 
to grant accommodation to borrowers who 
intend to lock it up in permanent works. So 
that in such times permanent works are 
brought to a standstill, and all classes of 
workpeople engaged upon them are thrown 
out of employment. The saddest of all 
news which we have recently received from 
America has been that 100,000 men have 
thus been suddenly deprived of work. 
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Only under conditions which insure the 
stability of the cost of credit can cither 
labour, trade, or commerce prosper. These 
conditions depend, uiion a properly elastic 
monetary system. A system by means of 
which a sufficient amount of cash to meet all 
emergencies can be created at will, when and 
as it is required ; and not a system, such as 
we have at present, under which there is not a 
sufficient amount of cash to go round, and all 
nations, consequently, have to vvoi'k against one 
another to enable each nation to hold its own. 

The whole of the national property of 
Great Britain is estimated to have a value 
of over 12,000 millions sterling, the annual 
national income is estimated at about 2,000 
millions, and the whole stock of gold in the 
entire country is 125 millions. In other 
words there is about 2d. in the £ of property 
represented by gold, and the whole of this 
amount of gold is insufficient to pay one 
month’s income to the nation. Truly these 
figures are utterly out of proportion to otie 
another ; but, in my opinion, it is not the 
stock of gold which should be increased. On 
the contrary, I want bankers and statesmen 
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to grasp the fact that some new system is 
required by means of which a large stock 
of gold could be dispensed with, and yet a 
very solid monetary system be established 
which, independently of the stock of gold, 
would prevent the English bank-note falling 
to a discount in the world’s money market, and 
I maintain that such a system is quite possible. 

Hitherto the obstacle to any great change 
in the monetary system has been that the 
bankers of the nation have been called in to 
advise on the proposed reforms. Such a 
proceeding appeal’s to me to be analogous 
with calling in your enemy to advise on 
your plan of campaign. For statesmen appear 
to entirely forget that it is the banker v/ho 
has brought about the ])rosent unsatisfactory 
state of affairs and that it is entirely contrary 
to the interests of the banking community 
that the existing conditions should be changed. 
If . the entire nation had kept in their own 
possession the cash which now figures in 
bankers ’ balance-sheets sis “ Customers’ Money 
on Drawi‘,ng Account,” we should now have at 
least £300i.000,000 of cash in the country, 
and in that ,case no money scare and no con- 



MONEY SCARES AND THEIR ORIGIN 303 

siderable fluctuation in the Bank Rate 
would be possible. It was the bankers’ 
cunning which invented the cheque system 
by which the banker keeps his customers’ 
banking account free of charge in considera- 
tion of the money therein being placed at 
the bank’s disposal. As soon as the customer 
pays in money, the bank immediately lends 
it ; with the result that the same sum of 
money appears many times over in various 
accounts and that about 90 millions of actual 
cash in the hands of all banks, including 
the Bank of England, stand for 900 millions, 
which these banks owe their customers. 

If there were £300,000,000 of cash in the 
country, interest would be lost on £175,000,000, 
which at 3 per cent, per annum would amount 
to about 5 millions per annum. The annual 
income of the nation is 2,000 millions sterling 
and the National Budget has been raised 
about 40 millions in ten years, so that this 5 
millions of loss in interest — although a large 
sum in itself — would make no appreciable 
ditference to the nation’s annual income. 
Besides, in reality, this loss would fall en- 
tirely upon one class, namely, the bankers, 
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and what do they afford the nation in return 
for the millions entrusted to them ? Nothing, 
except the gratuitous keeping of banking 
accounts. In fact, the entire banking com- 
munity, altho^igh of veiy great importance, 
is insignificantly small when compared with 
the trading community and the general 
welfare of the nation. The amount of loss 
which the United States has siistained by the 
recent panic has exceeded many-fold the 
entire capital of all the American Banks. 

Lastly, let us consider the manner in which 
money scares affect the private capitalist 
who has money invested in stocks. On 
the speculator or the speculalivc investor 
their influence is disastrous, and in many 
cases they cause the loss of large fortunes 
in a short space of time. The reason of 
this is that only those securities which 
fluctuate considerably aj)peal to the specu- 
lator who wants to make money out of the 
rise in stocks, and naturally enough these 
are the very securities which experience the 
largest set-back in times of money trouble. 
Such stocks are not hold by strong investors, 
who have bought them as dividend-earm’ng 
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securities, but they are rather in the hands 
of persons who propose to re-scll them at a 
profit. Speculative jiurchases of tliis sort 
are usually linanced by bankers and brokers, 
and so soon as credit becomes restricted 
blocks of stocks, thus financed on loan, are 
pressed for sale upon markets iuca]>able of 
adsorbing them. Tlius, for example, Chicago 
and Milwaukee Railroad Ord. have fallen 
244 ^ points during the last two months, as 
they were held by sj^eculators who were com- 
pelled to close their accounts, whilst the 
Gold Bonds of this railroad remained un- 
altered in vahio, the bonds being in the hands 
of solid investors who were under no obliga- 
tion to realise. In the same way Northern 
Pacific Ordinary shares fell 29 points and 
Union Pacific 24 points, whilst the respective 
bonds of these railroads remained steady. 
This experience endorses the wisdom of the 
advice I constantly impress upon investors, 
namely, never to hold stocks which have a 
very free market, but conHiie themselves to 
securities in which purchases and sales are 
matters of negotiation. This latter class of 
stock is invariably strongly held, and no 


X 
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speculators are interested in it. Therefore, 
passing spasms of the Money Market have 
no effect upon it, and for this reason violent 
fluctuations are unknown. 

There is a class of perfectly sound gilt- 
edged investments which do suffer very 
seriously in money scares, and these are the 
new debentures and bonds issued in con- 
nection with companies whose work of con- 
struction still remains unfinished. Bonds of 
this sort are held by underwriters or are sold 
by the contractors as money is needed to 
continue the work in hand. Such forced 
sales naturally depress selling prices out of 
all recognition of intrinsic merit. But let us 
ask ourselves whether such a set-back in 
price entails any hardship upon an actual 
holder of stock. I venture to assert that 
it does not, always provided, of comse, that 
the security held is really sound; in fact, 
under such circumstances, the fall in price 
is rather an advantage, as it affords holders 
an opportunity of making a further purchase 
on advantageous terms. And here I come 
to the point where the general disaster of a 
money scare becomes an opportunity to a 
fortunate few. 
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For during a money scare anyone who can 
command cash and who knows how to use 
it intelligently is king. There is no neces- 
sity for him to have the actual money in 
his bank, provided that ho has stocks which 
he can sell, and thus raise cash. This is the 
explanation of the fact that during the very 
time when business has been almost at a 
standstill on the Stock Exchange the business 
of which I am a director has been brisker than 
ever. We are in communication with thou- 
sands of investors who hold millions of pounds’ 
worth of stocks, the intrinsic merits of which 
are well known to us. Amongst these securi- 
ties are many which do not pay a sufficient 
rate of interest, and are not so perfectly 
secured from a capital point of view as some 
of the stocks which are now to be picked 
up at bargain prices. Moreover, many 
bankers and brokers are aware of the advan- 
tageous position which my company occupies, 
and whenever there is a block of first-class 
securities on offer the refusal is usually 
submitted to us. We, after a thorough in- 
vestigation, and having satisfied ourselves 
oi the soundness of the stock so offered. 
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submit it in turn to our customers in exchange 
for some of their holtUngs of lower quality. 
We find that our customers are by no means 
slow to avail themselves of so excellent an 
opportunity of improving the cliaraeter of 
their Investment Lists. The suggested e.x- 
change is effected, and thiis a transaction 
equally satisfactory to all parties is coin- 
pleted. Our customers are pleasea because 
they have obtained greater capital safety and 
a better iucome-yiold without (iiulitjg ihem- 
selves under the necessity of providing any 
additional cash ; the original holders of 
the depreciated stock are pleased because 
they have been enabled to obtain th(< money 
they required ; and my company is pleased 
with the profit which it makes on the trans- 
action. 

Thus, in some businesses money .. ■ 
are distinctly advantageous, as in the case 
of mine. Hence my comments upon banking 
methods are directed practically against my 
own personal interest, and are made solely 
with the view of contributing my share to- 
wards removing a block in the way of the 
world’s progress. 



Professional Men as Investors 


The readei's of the Financial Review of Reviews 
are very largely recruited from the ranks of 
professional men. Amongst them, of course, 
there are many who have not only large pro- 
fessional incomes, but also ])rivate fortunes 
of considerable magnitude ; but, taken as a 
whole, the professional class cannot be called 
wealthy. In the first place, the years of pre- 
liminary study, with their attendant expenses, 
have usually made a considerable inroad into 
the capital accumulations of the young pro- 
fessional man’s parent, consequently his per- 
sonal fortune is small if it be not altogether 
non-existent ; secondly, the first years of 
professional life are proverbially barren. So 
that, in his early manhood, the average iiro- 
fessional man, owing to his lack of private 
means, combined with the scantiness of his 
professional income, is possessed of no incentive 
to study the question of investment. Yet, 
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in order to provide for those who some day will 
find themselves deprived of liis income-earning 
power, tlie professional man feels it peculiarly 
incumbent upon him to tnake every possible 
provision for a rainy day. 

Finding themselves idaced in the above 
position, with little or no investment know- 
ledge and enjoying an income which is en- 
tirely dependent upon their individual health 
and strength, it has been natural enough that a 
largo number of professional men who are sub- 
scribcrs to the licmew should have used their 
inquiry coupons to ascertain what, in the opin- 
ion of the Beview, a professional man should 
do with his money. Therefore the Editor 
asked me to deal with this important subject 
in detail in an article. 1 will, therefore, leave 
out of consideration here wealthy professional 
men and apply myself solely to the financial 
necessities of the loss well-endowed majority. 

In the professions a man is fortunate in- 
deed if, after having attained to the position 
of a fully-qualified man, the expenses of 
living, studying, and the final examination fees 
have not swallowed up his entire capital. Nc 
matter vliioh profession may be selected, be i1 
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that of clergyman, doctor, lawyer, architect, 
or any other calling requiring special teclmioal 
knowledge, the initial struggles in all of them 
are practically identical. It is open to a pro- 
fessional man to commence his career in two 
ways— -either by setting up for himself and 
patiently w'aiting until capricious fortune may 
elect to send him work and a consequent op- 
portunity of professionally distinguishing him- 
self, or by joining himself in partnership with 
others who have already achieved some pro- 
fessional foothold. In the case of a man who 
starts upon a single-handed career the initial 
struggle is harder and fiercer, but the spoils 
of victory, when victory is finally won, are 
larger, owing to the fact that there is no other 
claimant to a share of the booty. Whereas in 
the case of the man who joins an already going 
concern, although his period of waiting for 
public recognition may thus be expeditiously 
bridged over, his income at the outset is gen- 
erally an exceedingly modest one. But, 
whichever line of procedure he may adopt, it is 
practically certain that some considerable 
time must elapse before the young professional 
man will be able to detect any symptoms of ex- 
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pansion on the credit side of his Banker’s Pass 
Book beyond the necessities of his daily wants. 
It is only when income begins markedly to 
outstrip daily necessities that the time arrives 
when the question of finding a “ homo ” for 
surplus earnings bec;omos at aU a burning one. 

At first sight the idea of providing capital 
with a “ home ” may seem somewhat peculiar, 
but I have used the expression advisedly, as, 
in my opinion, the resemblance between the 
homes of living creatures and the homes of 
capital is very complete. Both types of home 
vary very witlely in comfort and security, and 
having been under the necessity of working 
hard for his capital, the professional man is 
inclined to regard it with a certain amount 
of affection, and is anxious above all things 
that it should be ])articularly well housed. I 
do not wish to suggest that there is any special 
tendency on the part of the professional man 
to indulge in a miserly contemplation of his 
small hoardings ; but I am convinced that 
one of the consequences of the high educational 
standard which prevails amongst professional 
liven is that it makes them intelligently alert 
to the endless vista of misery which might 
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follow upon any neglect properly to house the 
first nucleus of oapi tal. At some time or otht'r 
all of us have to experience a rainy day, and 
wo are all aware of the misery which th(^ want 
of an umbrella entails upon us. Figuratively 
speaking, the umbi-ella represents the invested 
reserve fund, and, like the umbrella, the re- 
serve fund should always be immediately get- 
atable and in a perfect state of preservat ion 
when its services are suddenly called upon. 

It will be seen, then, that it is essenl ial that 
the first beginnings of capital should not only 
be safely invested, but also be so invested that 
such a portion of it as might be suddenly re- 
quired sliould be promptly available. But be- 
fore proceeding to indicate the best moans of 
achieving these objects J had, perha])s. better 
preface my explanation by a few preliminary 
observations on the subject of investment 
generally. 

With reference to investment, the public 
appear to entertain one or two extremes of 
opinion : they either regard it as an extraor- 
dinarily difficidt problem which balTk's any 
attempt at understanding it — and this typo of 
capitalist generally falls into the error of leav- 
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ing his money on deposit at his bankers at an 
altogether inadequate rate of interest — or else 
they consider investment to be the simplest 
matter in the world, which consists merely of 
purchasing some security, indicated by a banker 
of broker as a safe stock. I need hardly say 
that both these extremes of opinion are incor- 
rect and the only question is whether excessive 
timidity or excessive complacency ultimately 
proves the more expensive to those who in- 
dulge in them. Now my experience has proved 
to me that investment is a business, and that 
like every other business it requires to bo 
learnt. I am also satisfied that it is as es- 
sential that every money-making member 
of society should learn to invest as that he 
should learn to behave at table. For without 
such knowledge a man becomes a nuisance 
to himself and a trial to all who have any- 
thing to do with him. Precisely as nature as- 
sists us to accumulate fat in our bodies, so that 
we may possess a reserve of strength to draw 
upon in case of illness, when the usual organs 
are incapable of providing the indispensable 
means of sustaining life, similarly do accumu- 
lated funds perform the same function for us 
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financially. But with this ^vide difference, 
that whereas the essential fat is provided by 
nature, the ecpially essential reserve fund has 
to be first created by our own individual exer- 
tions and subsotpiently systematically hus- 
banded by our own individual care. The 
reserve outside om bodies is quite as impor- 
tant as the reserve within our bodies, and as 
the former is not self-creating it follows that 
the necessary attention must be given to its 
gradual formation. Neither is the gi’adual 
creation, of a financial reserve and its sedulous 
protection when created by any means the 
diffioidt matter which many people apjiear to 
imagine it to be. 

The publishers of the Financial Review 
of Reviews also issue some small Investment 
Hand-books, the most important of which on 
the subject of safeguarding capital are How to 
Manage, Capital and Investment an Exact 
Science. The former of these books, whilst 
dealing with the whole of the Investment (pies- 
tion, addresses itself more particularly to a dis- 
cussion of the method of selecting individual 
securities. In ItweMment an Exact Science 
the main question discussed is the harmony 
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which must exist between the various types 
of securities comprised in a properly adjusted 
Investment Sclieme. The latter of these two 
books I wrote myself, and my chief object in 
doing so was to explain in the most simple and 
direct fashion possible to the investor pos- 
sessed of little commercial Imowledge the var- 
ious influences which control Stock Exchange 
values. Although both these publications were 
written for the information of the unskilled 
investor, it should not bo imagined that they 
are in any way rudimentary books : indeed, 
the man of average intelligence, who studies 
them carefully, will rise from the perusal 
of these works fully competent to traverse 
the too prevalent investment heresy that the 
investor who contents himself with purchasing 
stocks, which are in themselves intrinsically 
sound, has achieved all that there is to be done 
in the important matter of endowing invested 
capital with permanent stability of realisable 
value. 

In addition to these two treatises of Invest- 
ment methods the same publishers are respon- 
sible for the Investor's Shilling Year Booh, a 
book of reference containing valuable statis 
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tical information as to all the chief invest- 
ment stocks, and also for The Eyar Inventor' 
Account Book, a handy foim for investment 
book-kcc])ing wliich will be found specially 
useful to those large and small capitalists 
who have drawn, tij) their schemes of invest- 
ment in accordance with the teachings of 
Investment an Exact Science. 'Fhe intention 
of this set of books is to cultivate the inves- 
tor’s own self-reliance in the matter of invest- 
ment. The reader is told not only what ho 
should do, but also it is minutely explained 
to him why he should do it. He is encouraged 
to form an ophiion of his own as to the eligibi- 
lity of every security he purchases, and ho 
is warned against the speculative elements 
wliich arc likely to undermine the safety of his 
Capital. 

For many reasons blind reliance on a banker 
or a broker for investment advice is unsatisfac- 
tory. Precisely as a doctor has difficulty in 
diagnosing his patient’s symptoms, unless he is 
made fully acquainted w'ith his jiast history 
and present habits ; and precisely as a laAvyer 
is unable to express a reliable opinion unless 
the w'hole of the circumstances affecting a 
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case arc candidly revealed to him, so financial 
advice in order to be applicable to the needs 
of an investor must be based ripon an intimate 
knowledge of that mvestor’s past accumula- 
tions and future prospects. Clearly, then, there 
can bo no more competent financial adviser 
than the investor himself : for ho is possessed of 
an inside knowledge of his own circumstances 
such as is possessed by no other living indi- 
vidual. A banker or a broker may recom- 
mend a stock sound enough in itself but 
altogether imsuited to the particular case 
under consideration. For this reason “ Every 
man his own Financial Advisor ” is a say- 
ing embodying far more wisdom than many 
people might suspect. 

I’lie next point the investor must fully grasp 
is that Stock Exchange securities possess both 
life and growth, and that like every other liv- 
ing thing which grow'S they require constant 
supervision. This is the elementary truth con- 
cerning every security from Consols down- 
wards, and yet it is in strong contrast to the 
attitude of the average investor towards his 
own possessions. He buys what he considers 
to be a good security, and forthwith locks up 
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the stock certificate ; subsequently he draws 
any dividends which may accrue, and then 
considers that he has faithfully discharged 
his duty to himself as a cai)if,alist. Jt would 
be with open-eyed surprise that jui investor 
would hear that in reality a stock cortificato 
— or at least the security which it represents 
— ^is fully as much alive as any plant. That 
there are prosperous seasons in which a stock 
branches forth into luxuriant growth, and, 
again, that there arc inolenient sciasons when 
rough weather strips the plant of boughs 
which have been the result of years of slow 
development, is an a.spect of the investment 
question which the average investor is only 
too prone to neglect, A glance at the 164 
pages of tabular matter at the end of the 
Review, giving the extreme quotations, divi- 
dends, and yields of 5,000 stocks over a period 
of four years, will suffice to show how indi- 
vidual securities shrivel up in value during 
the frosts of adversity and blossom forth 
into fresh records of high values in the sun- 
shine of prosperity. These tables include every 
known type of investment, from the safest to 
the most speculative, and it will bo ff)\ind 
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that all of them, without exception, are con- 
stantly altering in value and in the actual yield 
which this value produces to their owners, 
and, consequently also, in desirability. With 
his perception quickened by a reference to 
these tables the investor will have no difficulty 
in appreciating the folly of looking up in 
forgetfulness an investment which if it is to 
thrive requires fully as much attention as any 
plant. 

1 hope I have now established in the inves- 
tor’s mind the two fundamental principles 
which are absolutely indispensable to pro- 
fitable investment of capital sums of all kinds, 
whether large or small, and these are : — 

1. A knowledge of the main investment 

priiuiiples. 

2. A conviction that every investment 

is alive and demands periodical 
supervision. 

Having settled those essential but general 
points T will now return to the more particular 
consideration ol the case of the professional 
man at the time when he first begins to find 
himself possessed of a surplus cash sum at 
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his bankers. Now, the leading banl-cs of this 
country may fairly be assumed to be perfectly 
safe so far as their depositors aro concerned, 
and cash deposited with tliem may be regarded 
as always reiulily available. Jlut in return 
for the responsibility which the banker as- 
sumes, in relation to his depositor, he allows 
him the very smallest known rate of interest 
on his deposit. The banker, in fact, exerts 
his own investment knowledge in the employ- 
ment of his depositor’s capitiil, and naturally 
enough lie makes the depositor pay for his 
expert investment experience. Therefore it is 
important that the professional man should 
miderstand that when he ceases to thus employ 
his banker as his medium of investment he 
is undertaking to assume in future the respon- 
sibility and the sujiervising care which the 
banker has hitherto exercised on his behalf. 

Let the investor, therefore, before he 
assumes this responsibility, fully make up his 
mind that the game is worth the candle ; that 
is to say, that the sum to which he proposes to 
devote his personal attention is sufficiently 
large to make the sacrifice of some portion of 
lis time worth his while. Here, doubtless, 
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some of my readers would like me to suggest 
a minimum specific amount as representing 
my own idea on this point. So much, how- 
ever, depends upon the amount of spare time 
that the investor possesses that a hard and 
fast minimum cannot be laid down. Suffice 
it to say that the sooner a professional man 
accustoms his mind to deal with commercial 
questions the better, and that, in some cases, 
£100 capital would be sufficient to induce a 
man to assume the responsibility of investment ; 
yet, in others, £1,000 would scarcely repay a 
man of many engagements for the demands 
upon his time in which the personal care of 
his capital would involve him. Tn his early 
days as a capitalist the professional man may 
possibly find that the Post Office Savings 
Bank will allow him a more liberal rate of 
interest than his own banker, but on no ac- 
count should capital bo entrusted to the safe- 
keeping of any person or institution of loss 
financial stability than the two classes of 
banks which I have named. 

Sooner or later the time will arrive when 
the professional man will have a sufficient 
amoimt of money accumulated in his bank 
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to make it worth his while to seek an inrest- 
laent for it. At that moment, and prior to 
deciding on the purchase of any security, he 
should make a survey of his entire position in 
order to make a rough estimate as to how 
much money ho is likely to have to spare 
annually for the purpose of investment. 

In Investment an Exact Science I have ex- 
plamcd why all investments should be made 
on a previously constructed Invtjstment 
Scheme, and such a scheme as is there in- 
dicated he ought now to make for himself, 
taking his present jmsition and future pros- 
pects into consideration ; he should, in short, 
choose his first investments in such a manner 
that they can bo added to year by year as 
further sums become available. In con- 
structing the scheme he should, so far as 
possible, follow his own personal inclinations 
and desires, that is to say, if he is satisfied 
to allow his capital to grow slowly he should 
choose only stocks of the greatest stability : 
if, on the other hand, his natural tendency 
should happen to be impatient, and he is 
desirous of exerting his capital strength, so 
to speak, to the utmost, let him choose more 
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speculative ventures. But in arriving at a 
decision on this point he must never lose 
sight of the fact that capital safety is the first 
consideration, and, further, that aU investment 
schemes, in order to produce satisfactory 
results, must consist of stocks of a kindred 
kind. He will find aU these points fully ex- 
plained in the books already mentioned! 

Let me impress upon him the necessity of 
implicitly following the instructions therein 
given. Capital which is earning between four 
and four-and-a-half per cent, is doing its 
ordinary work. Capital which is ■j)roducing a 
larger return is working “ overtime,” so to 
speak, and therefore requires infinitely more 
care and attention than that which is working 
at more normal pressure. I^ct the investor 
also remember that quite unforeseen events 
may occur to him personally which may make 
free cash a sudden necessity, tliereforo let a 
part of his capital be placed in such securities 
as can be realised at all times without any 
trouble or delay. 

If the professional man will follow the lines 
which I have laid down above he will obtain 
the following advantages ; — 
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1. Ke Avill understand clearly in liis own 

mind “ how ” his own capital is 
invested. 

2. He will protect himself against capital 

losses. 

3. Ho will alw^ays be able to realise and 

to turn a part of his capita] into cash 
in case of an emergency. 

4. He will, most important of all, ac- 

(tomplish these objects without any 
taint of speculation. 

Let mo here say a few words on the subject 
of speculation. Tf any' one deliberately, and 
with his eyes open, enters into a speculative 
venture, then he knows wliat he is doing, and 
he has no right to be surprised if the results 
achieved are disastrous. Hut to speculate 
without being aware of it is nothing short of a 
calamity, and to be quite frank this is the 
snare into which professional men are some- 
what apt to blunder. They usually com- 
mence their investment operations without 
clearly understanding that anyone who in- 
vests his capital exclusively in the stocks of 
any one country — ^no matter which may be the 
country selected, nor what may be the quality 
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of the securities chosen — ^is simply staking his 
investment position on the trading prosperity 
of that particular country. Now, a nation’s 
trading prosperity is a very fluctuating com- 
modity, and any investor who is improvident 
enough to stake his capital upon such an 
uncertainty is, in fact, gambUng ; and, more- 
over, he is gambling so blindly and uncon- 
sciously that he naturally neglects to take any 
precaution. And to raise another point, he 
does not know that out of every ten now 
companies which are promoted, only one sees 
its twentieth birthday, and at least half of 
them result in entire loss to their shareholders, 
lie does not understand that buying shares at 
a high premium is tantamount to buying the 
good-will of a company at an enormous in- 
flation ; in fact, he has not taken the trouble 
to learn the rudiments of souixd investment, 
which he could have done by reading some 
sound hterature on this subject. Although 
he never intended to speculate he suddenly 
finds himself face to face with a disastrous 
capital depreciation, and ultimately perhaps 
he is involved in a very heavy loss. 

I have analysed the existing lists of invest- 
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merits of many hundreds of professional men, 
and 1 have found that only in the very rarest 
instances have proper precautions been taken 
for really safeguarding capital, f feel quite 
certain that most of the professional men 
who road this article will find that they have 
not followed the simple rules liere laid down 
for* investing their surjilus funds, that their 
investment lists are not constructed on a 
systematic plan, and that the results which 
they have obtained in the past on their invest- 
ments have been by no means satisfactory. 
The tests which should be applied to invest- 
ment lists in order to find out whether the 
capital is proy)erly laid out arc as follows 

In the first plac<j the total capit al value of 
all stocks hold should not vary materially year 
by year. 

Secondly, the investor throughout his career 
should always find himself in possession of at 
least one stock which is realisable without loss. 

Thirdly, the total amount of income derived 
from the aggregate investment should be 
stable, or if it alters it should be working up- 
wards on a rising scale. 

These three objects can only be attained 
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by a proper distribution of capital risks, and 
such a distribution can only be arrived at 
through a knowledge of the influences which 
affect the realisable value of invested capi- 
tal. 

Wlien an investment hst does not exhibit the 
three main characteristics of sound investment 
mentioned above, namely (i) stability of capital 
value, (ii) one or more stocks standing above 
cost-prico, (iii) a steady income with an in- 
creasing tendency, then it may be taken as 
proof positive that it is faulty in its construc- 
tion. To amend an existing faulty investment 
list is a much simpler process than many inves- 
tors imagine, and it is imperative that some 
steps should be taken at the earliest possible 
moment to remove the impediment to success. 
At all events an expert opinion on the scheme, 
as it stands, should be obtained speedily, as 
knowing the cause of the trouble is already 
half-way to removing it. If there was no 
means of achieving an investor’s aims with 
certainty, there would bo some excuse for in- 
curring severe investment losses, but as such 
a system does exist, and as the simjile rules laid 
down herein explain how success can be ob- 
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tained, there really is no excuse for exposing 
invested capital to possible loss. 

To a gambler, or one with a bump of specu- 
lation strongly developed, this whole argu- 
ment is not likely to appeal, but to every in- 
vestor who does not desire to speculate it 
should appeal, and if ho will simply leave 
ino money in his bank on deposit until tho 
sum is sufficiently large to make it worth 
his while to learn tho simple art of invest- 
ment, and ho will then construct a properly 
balanced investment scheme and follow it 
limplicitly, he will find that instead of his 
capital accumulations constituting a source 
of worry and of loss, they will prove a jJoasant 
problem capable of a scientific solution. 

If, on the other hand, tho investor has 
already started and found from results that 
his existing scheme is faulty, he should forth- 
with set himself the task of acquiring the 
requisite amount of knowledge and then 
proceed to reconstruct his investment scheme 
on sound lines. If this plan were universally 
followed we should hear no more of losses on 
capital made by professional men of limited 
means. Most professional men have to work 
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very hard indeed for their money, and they 
have frequently to deprive themselves of 
many little luxuries in order to be able to 
lay up a nest-egg for the future. Consider- 
ing the difficulty with which professional 
men accumulate capital, it is surprising to 
see the recklessness of results with which 
they invest it. 

I have now explained that the fault is 
their own, that although they may have 
expended no matter what amount of personal 
exertion to acquire capital, they do not 
hesitate to expose it to every kind of imagin- 
able danger, and this almost criminal care- 
lessness simply arises from the w ant of easily- 
acquired knowledge and a little foresight. 
I have, of course, approached the subject 
from my own point of view, and I should 
be very glad to hear the other side of the 
subject (if there is such a side) from any 
investor who has, without following the lines 
laid down in this article, acliieved invest- 
ment success, and I feel quite sure that no- 
thing will please the Editor of the Financial 
Review of Reviews better than to receive inform- 
ation as to the construction of an investment 
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scheme compiled on principles differing entire- 
ly from my own and yet producing satisfactory 
result. The Editor would welcome any discus- 
sion which tends to enlighten the readers of the 
Review on the important subject of profitable 
investment, for, as T understand it, the 
ohiect of the Financial Review of Reviews is 
to spread amongst its readers investment 
knowledge and investment experiences culled 
from every reliable source of information. 

In the course of this article I have been 
compelled to refer somewhat freely to the 
teachings of a book of my own entitled In- 
vestinent an Exact Science. I have done so 
with a reluctance which will readily be under- 
stood, but, without .such references, it would 
have been impossible to compress so largo a 
subject as scientific investment within the 
short compass of a Review article. 



The Money Market Article and the 
Private Investor 

The values of all commodities are in a con- 
stant state of change, and a correct record 
of all these changes is one of the most im- 
portant points in every trade. For this 
reason all newspapers devote a certain amount 
of their space to the record of the changing 
conditions of various markets, and among 
these the article which deals with Money and 
Stocks holds the first position. This is 
only natural when it is considered that 
whilst, say, the Iron Market, the Fish Market, 
the Copper Market, or the Timber Market is 
directly interesting only to one particular 
class of traders, the Money Market is inter- 
esting to all of them, as it governs to a very 
large extent the prices of all commodities. 
This is the reason why the Money Market, 
both in position and in the amount of space 
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allotted to it, takes precedence of all other 
items of commercial intelligence. 

The private Investor may or may not be 
interested also in the price of commodities, 
but as soon as he has money invested in 
stocks the general trend of the Money Market 
influences the value of his slocks, and is 
therefore interesting to him. On the surface 
it would appear that the average Investor 
has indeed a very large interest in reading the 
Money Article of his daily newspaper, as ho 
will there find recorded the upward and 
downward tendencies of a considerable 
number of Stock Exchange securities, some 
of which it is probable are included in his 
own Investment List. In thus following 
the movements of the Money Market his 
object naturally is to know the condition of his 
own stocks, and probably he also hoi)es to 
profit by the knowledge thus gained. Let 
me analyse, then, how far the average private 
Investor is capable of profiting by the study 
of a daily record of the movements of the 
Money Market. 

The British Stock Market comprises some 
35,000 securities of various types ; of this 



334 INVESTMENT PRACTICALLY CONSIDERED 


number about 2,000 or 3,000 may be cata- 
logued as really important stocks. The im- 
portant securities are, of course, those chosen 
by the City Editor as forming the basis of 
his daily writings. Now the average Invest- 
ment List embraces about 1.5 stocks. 
Although there are all sorts and conditions 
of private Investment Lists, the capital 
value of which varies almost infinitely — 
the man of great wealth investing millions 
whilst the proper disposal of £100 or less 
engages the attention of numerous small 
capitahsts. The small Investor is, perhaps, 
interested in two or tliree stocks while the 
multi-milhonaire will find it prudent policy 
to confine his attention to not more than, 
say, 100 investments ; so that an Invest- 
ment List composed of 15 stocks may, as I 
have said, be taken to represent the holding 
of the average Investor. It will be seen, then, 
that the average Investor is interested in 
3 .-.’o’'oo of the investments known on British 
Stock Markets ; so that his interest in the 
important stocks to which the City Editor 
confines his attention is infinitesimal. When 
the matter is thus expressed it is clear that 
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the average Investor’s personal interest in 
the Money Article, as far as his own holding 
is concerned, must bo very minute. 

If the only result of reading the Money 
Article by the individual Investor should bo 
that he thereby is enabled to follow the 
movements of his own Stocks, the result so 
olJtained, as we shall show hereafter, would in- 
deed be paltry, but although many readers 
of the Money Market Article believe that 
they should make this their chief object, 
quite the contrary is the case. 

It is not the movements of individual 
Stocks which should be looked for in the 
Money Article, but it is rather the general move- 
ments in the value of money which form the 
important information to bo gained therefrom. 

We have shown above how very few Stocks 
in which he has a particular interest, each 
individual Investor is likely to find recorded 
in his Money Article. The Stocks which he 
does find recorded, however, are representa- 
tive samples of large groups, and it is by 
knowing how the representative Stocks of a 
group have moved that the altered value of 
stocks not quoted is to be ascertained. Thus, 
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for example, when the Money Article reader 
sees that the Japanese Government Securi- 
ties quoted in London have risen, say, 5 points 
in value, he can infer justly that Japanese 
local investments like Nagasaki Docks, Kobe 
Waterworks, and such like, are likely to 
have appreciated to a similar extent. Again, 
when he sees that the general rate of dis- 
count in Brazil has considerably receded 
he can take it as a natural consequence that 
his local Brazilian investments wliich are not 
quoted, have gone up in value. It is, as we 
shall bo able to show, these changes which 
should be watched in reading the Money 
Article. In fact, the Money Article is a 
general indication of the rates of interest 
stocks should produce, and it is not intended 
for merely watching the fluctuations of 
individual investments. 

City Editors, whether they are attached 
to Conservative, Liberal, Progressive, or even 
Revolutionary journals, are still nearly all 
conservative in their methods. A stock once 
placed on their list for daily discussion stands 
every chance of being included in that list 
for a considerable period of time ; as such a 
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list is only subject to very gradual alteration. 
So that an Investor who habitually reads the 
same pai)er ma}', if he invests his available 
capital in stocks which are regularly men- 
tioned by his favourite City Editor, have the 
satisfaction of reading something about his 
own proj>crty <laily — at least for some time. 
Sooner or later, however, one t)r other of his 
investments will certainly be deleted from 
his City Editor’s list. Therefore, in order 
to retain only such stocks as are ment-ioned 
in his newspaper, the investor would tind 
hiniself comj)ellcd from time to time to 
make considerable changes in his Investment 
List. Those who wish to indulge in an inter- 
esting and profitable study should scan the 
financial columns of their to-day’s paper, 
and then compare them with the contents of 
the same columns, say, two, five, anti ten 
years ago. Such an investigation would re- 
veal the fact that, although (^ity Editors are 
conservative in their habits, yet the daily 
ILst of the stocks which they discuss varies 
considerably with the lapse of time. As it is 
exceedingly doubtful whether any Investor, 
in whatever degree of reverence he might hap- 
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pen to hold his City Editor, would go so far 
as to change his list of stocks with the view 
of having tlie pleasure of seeing them dis- 
cussed in his daily paper, the conclusion is 
inevitable that the number of private In- 
vestors who find many of their holdings thus 
reported upon is very limited. 

Having shown, then, that in many cases 
Investors do not really follow the movements 
of their own stocks in their perusal of the 
Money Article, I now desire to examine how 
far the daily reading of the progress of these 
stocks, or of stocks remotely connected with 
them, can be turned to the profit of the In- 
vestor. With this object in view let me take 
two cases — one where a stock held has risen 
appreciably and another where some security 
quoted daily has receded in value to a con- 
siderable extent. 

Taking the former case first, there are two 
chief reasons to account for the upward price- 
movement of a security. Either the price 
goes up on the improved intrinsic merits of 
the stock or because some individual or group 
of individuals believe, or announce that they 
profess to beheve, that its future prospects 
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are particularly bright. Wliichever of these 
reasons may bo responsible for the upward 
movement, the reasons in themselves are 
simple and devoid of complication and do 
not admit of a daily continuous discussion. 
Hence the amount of butler which the ('itv 
Editor has to distribute over his very large 
slice of bread is tlecidedly small — a rise of the 
kind imUcated above sometimes taking years 
to accomplish. Ho is forced, therefore, either 
to repeat himself constantly or to revert to 
market gossip and street rumours. If he 
chooses the latter com'so his readers who 
make a point of reading the bewildering 
imaginary reasons so given for a rise in their 
stocks, naturally work tliemselves into an 
unsettled and unreasoning frame of niind. 
Their judgment becomes clouded and they 
read of so many causes why their proj)erty 
must fnllil the various sanguine anticipa- 
tions as to its future that tlui conviction 
gradually forces itself upon them that it 
would be unwise to soil their stock and 
to secure their ])rotit, no mattc'.r Ikjw largo 
might be the profit they would realise by so 
doing. 
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A notable example of a movement of this 
sort has occurred quite recently in the case 
of Hudson’s Bay shares. Here was a stoek 
which was selling at only £33 per share about 
three years ago, and in December last touched 
123. The tables of quotations show the rise 
to have been quite gradual ; in 1903 the 
average price being 39|', in 1904 45|-, in 1905 
OOI". During the three years which have 
witnessed such an extraordinary change in 
the value of these shares, there has probably 
hardly been a single Money Article which has 
not mentioned the Hudson’s Bay Company, 
with the result that this continuous rise and 
the daily discussion of it during its progress 
have effaced the past history of the concern 
from the memories of those who acquired shares 
at low quotations. They now overlook the 
fact that as three years ago the company’s 
shares were selling at a total market valuation 
of £3,300,000, and have now reached a valua- 
tion of about £12,000,000, it is quite possible 
that the shares are considerably overvalued. 
These being the facts of the Hudson’s Bay 
Company’s history, the action of an investor 
in retaining the stock without most seriously 
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investigating the real ])resent position of this 
company shows him to bo wanting in fore- 
sight. One of the most difficult things in tlie 
world is to induce fin investor to turn his 
paper profit into a cash profit, i.e., to realise 
his stock at its enhanced temporary market 
pri^je. This difficulty is rather increased than 
diminished by its holder being constantly 
confronted by the prominent position which 
his stock has evidently assumed in the eyes 
of such financial experts as the great run of 
City Editors undoubtedly are. 

Again, for example, it was quite obvious to 
tlie careful i?ivestigator that London and 
North-Western i^ailw^ay Ordinary Stock was 
not worth 2092 when that price was reached 
in 1897. The present price of the stock is 
about 153. Yet how many Investors were 
there who took practical advantage of the 
inflated quotation ton years ago and realised 
their paper profits ? As a matter of fact such 
prudent holders of North-Westerns were ex- 
ceedingly few, and I hapjjen to know that 
those w'ho did thus benefit by the rise in 
price wore, for the most part, not amongst the 
assiduous students of the daily Money Article. 
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The constant microscopic study of price fluc- 
tuations rather cripples than develops an 
Investor’s power of taking profits ; there- 
fore, in the case of the rise in ibices the regular 
reading of a Money Article is detrimental 
rather than useful. 

Now conversely I should like to show how 
the constant study of price-movements works 
o\it in the case of a fall. Every one feels a 
natural disinclination to sell for 19s. Gc/. any- 
thing for which £1 was obtainable a short 
time ago, and he experiences an even greater 
reluctance to accept 18s. Grf. for the same 
article later on. I shouki like my readers to 
consider the following case : Supposing they 
omi something which cost them £1 and that 
without warning they see it only worth 15s. 
The suddenness of the alteration startles 
them. Is it not sudden calamity, in any 
shape, that impels a man to pull his wits to- 
gether, to set his teeth, and to face the situa- 
tion squarely ? On the other hand, had 
the investor merely witnessed a gradual 
dwindle in the price extending over a number 
of years, and ultimately culminating in a 
similar fall, he would have found that the 
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very persistency of the decline had softened 
the fall to such an extent that he had never 
properly api)rcciatod how disastrous it had 
been. Ho consequently continued and will 
continue to hold his unsatisfactory invest- 
ment regardless of the amount of dissipated 
capital which it represents. A gradual decline 
of this description reminds mo of the story 
of a man who had a dog fancier for a neigh- 
bour. He foTind himself disturbed evening 
after evening by the piteous howling of a 
dog next door, and believing that the animal 
was being ill-treated, he spoke to the owner 
on the subject of the noise. The dog fancier, 
whilst expressing every sympathy for the 
dog, explained that he was desirous of cutting 
off the animal’s tail to make it look fasliion- 
able, but as lie could not reconcile his con- 
science to the cruelty of cutting the tail off all 
at once, he had adopted the expedient of 
cutting off a small piece each evening, so 
as to accomphsh his purpose the more 
humanely and gradually. Investors will 
find by experience that it is better sud- 
denly to be made aware that their capital 
is diminishing than to perceive that it is 
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slowly wasting away by small fractions at a 
time. My arguments will, I hope, prove 
that whether one of his stocks has risen con- 
siderably or whether it has seriously declined, 
the constant reader of the Money Article 
will find himself a sadder but not so wise a man 
as the non-reader. 

I will now take a stock, in the shape of the 
Egyptian Unified Debt, to illustrate what 
happens when there are constant fluctua- 
tions without any ultimate result. This stock 
during the last few years has occuined a 
prominent place in the generality of ' Money 
Articles. It has fluctuated to some consider- 
able extent, and yet to-day the price is much 
about the same as it was some five or six 
years ago. The fluctuations have, in fact, 
been non-resifltant, and the Investor has been 
kept on tenter-hooks meantime by his atten- 
tion having been daily called to the fact that 
his stock has gone up so much or down so 
much, and now at tho end of five years he^ 
finds liimself in exactly the same position as 
he started from. It is clear, therefore, that 
neither in the case of a rise nor in the case of 
a fall, nor in the case of a placid pendulum 
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movement, does the daily reader of newspaper 
finance profit by his reading. 

But because many of its readers wholly 
misunderstand the purpose of the Money 
Article the average investor must by no 
means jump to the conclusion that Money 
Articles generally are useless institutions. 
I shall bo able to show presently that this 
inference is erroneous ; but before doing so 
T w'ould touch upon one other danger wliich 
besets the “ constant reader ” who is also a 
prospective purchaser of stocks. His reading 
makes 'him familiar with a certain number of 
investments which form the topic of constant 
allusions in print. Such stocks being thus 
made the centres of discussion become familiar 
to him, and he is therefore prone to infer that it 
is amongst securities of such general interest 
that he will find the best material out of 
which to construct his own Investment List. 
The fallacy of this belief is, however, obvious. 
For an intending pmehaser should always 
go to the cheapest market, and by the law of 
supply and demand it would be foolish for 
him to think of making his purchases in a 
market which is over-crowded with buyers,. 
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As nearly all the Money Market Articles in 
the British newspapers record the movements 
of practically the same stocks, these stocks 
are the most advertised. With the eyes of so 
many Investors upon them, it is surely impro- 
bable that a real bargain can be obtained 
in these much-discussed stocks. On the other 
hand, of the 33,000 “ unimportant ” stocks, 
some are merely quoted locally, some are 
recorded in journals like the Financial Review 
of Reviews, and a number of others are never 
discussed at all, the result being that some 
of the finest securities are never brought to 
the notice of the average Investor. Every 
company’s list of shareholders records changes 
of proprietorship from time to time. There 
are deaths, which necessitate a sale of the 
shares by the executors ; other holders desire 
to realise, in order to put their capital to some 
other use, and thus the shares and debentures 
of these neglected properties come into the 
market. They are known to but few Inves- 
tors, which fact ensures but few buyers. 
Amongst these few are to be found the In- 
vestors who are determined to secure a 
barcrain hv mu’chasing a sound seemity at a 
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comparatively low figxire. Hero I am going 
to anticipate the argnment that it is not 
good to own a property which cannot be 
immediately realised at any time. This argu- 
ment, however, does not apply. Those Avho 
buy a stock with the definite object of shortly 
selling it again — ^in other wortls. Speculators 
— must, of course, consider the immediate 
marketability of a stock before any other 
qualifications, but an Investor who purchases 
with the view of holding his investment for 
years need have no (pialms on the question 
of its being readily saleable or not. In an 
emergency a good stock will always find a 
ready purchaser, and I have never known of 
a single case whe-re a really sound security 
has gone begging. Therefore, to pre-suppose 
the case of a good investment ever being un- 
saleable is a mistake, as such cases do not 
occur. In any well-arranged Investment List 
there should be no difficidty about selling one 
or two of the stocks held at any time. In 
any case the immediate marketability of a 
stock is a volatile qualification, and cannot 
be said to be a permanent characteristic of any 
stock. To-day a stock might be very readily 
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saleable, and a year or two hence it is possible 
that the Investor would experience some diffi- 
culty in disi)osing of precisely the same stock. 

One of the most forcible examples of this 
kind is to bo found in the case of the London, 
Brighton and South Coast Railway Company 
Preferred Ordinary. I have in my mind a 
time when any quantity of this stock up to, 
say, £30,000, could bo sold at a moment’s 
notice ; and this without affecting the price- 
current of the stock. I had £10,000 of this 
stock on sale last summer for six weeks, and 
then could not realise a proper market price 
for it. Mexican Railway Second Preference is 
another extreme example of the fickleness of 
a stock’s saleable quality. I remember trying 
to sell a quantity of this stock some years 
ago. The transaction feU tlirough, as I could 
neither realise a fair price for it, nor was it 
possible to borrow money on it. To-day, 
any reasonable quantity of this stock can 
be disposed of on practically the same easy 
conditions as those wliich governed transac- 
tions in London, Brighton and So^dh Coast Rail- 
way Preferred Ordinary Stock some years ago. 

What, then, doth it profit a man if he read 
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tho Money Market Article and gain nothing 1 
All reading should produce some good. In 
the Highlands they have a proverb to the 
elfect that the man who has grown wise 
has learnt from fools. No matter what may 
be the subject matter of the book or news- 
paper, the reader should be able to gather 
a certain amount of knowledge or information 
from it. It is thus that an Investor should 
road his Money Market Article : he should 
put his own case befoj'c himself as follows : — 
“ I have a certain amount of money invested, 
therefore a section, however small, of the 
Money Market Article belongs to me. My 
money, being merchandise, must be taken to 
the best market if I wish to obtain the most 
satisfactory results. I have employed my 
capital as seemed most profitable to mo at 
the moment, but I am in no way fettered as 
regards my investments, and, if a better 
method of employment for my merchandise 
were to present itself. I would alter my modus 
operandi without the least hesitation.” 

Having convinced himself that this is the 
right position to take up, the Investor should 
look upon tho Money Market Article as a 
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barometer from which to judge the existing 
conditions of markets generally. He will 
there learn not only how the value of money 
generally is moving, but also how the value 
of each particidar group of investments is 
trending. From a study of the conditions of, 
say. Foreign Bonds, he will notice that 
Aryeuline 4 per cent. Bondft, which, in 1900, 
could be obtained at about 60, have crept up 
to about 93 at the present time, and he will 
thus know that the M’gentine Republic is not 
now so suitable a }dace for laying out his 
capital as it was a few years ago, when he 
could get over per cent, on money loaned 
to that Government. The 4^ per cent, obtain- 
able now is not sullicient to counterbalance 
the disadvantages attendant on having one’s 
capital invested in a cpiarter of the globe 
where the time is divided between the antici- 
pation of political excitements and the actual 
experience of them. Russian 4 per cent, 
is an exanix)le of the opposite type. Those 
who used to obtain n yield of 4 per cent, on 
that stock can now procure it at a price at 
which it yields per cent. In former years 
the Investor may have eschewed the Breferred.1 
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Ordinary Stock of the Home Eailways as 
not being very remunerative, as they only 
returned a yield of 3^ per cent. ; now, how- 
ever, 4 per cent, can be obtained on these 
stocks, which seems a much better rate on 
such old-established investments. 

Supposing, then, that the Investor, from a 
study of the Money Article, has been able to 
watch the trend of the different markets of 
the world, he should now be in a position, if 
he applies his knowledge rightly, to so adjust 
and re-adjust his investments from time to 
time as to always remain in the best market. 
It will be seen that hO would not be able to 
compile a good list of investments from the 
very limited selection he finds in the news- 
papers, but he ought to take his cue from 
his reading, and. make his selection as oppor- 
tunities offer. For instance, having come 
to the conclusion that Home Railway Stocks 
are cheap, he should not make random pur- 
chases in that particular investment depart- 
ment, but he should study a complete list 
of British Railway securities and their yields, 
and then make his selection carefully in 
accordance with the past histories of the 
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respective stocks. City and South London 5 
per cent. Preference Stock yields, at the present 
price, about 4^ per cent. ; Dublin, Wicklow 
and Wexford 4 per cent. Debentures about the 
same, and. Isle of Wight 4 per cent. Consolidated 
Preferred Ordinary 5j,'. per cent. True, the 
City and Sotith London Railway may be 
subject to some competition, as are all pioneer 
enterprises, and the Dublin, Wicklow and 
Wexford Railway (noAv the Dublin and South- 
Eastern), though not subject to competition, 
is said to request its passengers not to alight 
in order to gather flowers during the journey. 
But these facts do not alter the central truth 
that the stocks are fairly cheap, considering 
the high esteem in which the Homo Railway 
group is held. Such stocks as the above do 
not come under the notice of the ordinary 
newspaper reader, and yet, from a capital 
point of view, they will be found just as 
good as, if not better than, stocks wliich find 
daily mention in the Money Article. 

To confine one’s selection to the few stocks 
contained in the Money Article is like dealing 
in a small shop which you may have entered 
merely for the sake of vrerifying your own 
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opinion that you will not find what you want 
there. It is possible, however, that some- 
thing in the small shop may remind you of a 
similar but better-class article that you do 
require, and thus, when you arrive at a large 
store, you will know exactly what to buy. In 
the, same way, the intelligent Investor, after 
first deciding, from knowledge acquired by 
reading the Money Market Article, what securi- 
ties will most nearly answer his requirements, 
and then consulting an extensive list such as 
the tables given in the Financial Review of 
Reviews, will obtain the finest opportunities of 
making those comparisons which are the one 
great essential to successful investment. It 
would be curious if, after having thus closely 
studied respective merits, he were to fail to 
make a proper selection. 

It is with stocks as with every other com- 
modity in the world. If some of them are 
held in high estimation by a great number 
of Investors, there will be more buyers than 
sellers, and the consequence will be a high 
range of prices which altogether precludes 
t>he possibility of their being attractive and 
ifemunerative investments. 
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A good bicycle would be just as good were 
it a Humber, a Swift, or a Rover. The 
practical prospective buyer, who knew it 
to bo first-class, would make up his mind that 
a Rudge- Whitworth by any other name would 
run as well, and buy according to his opinion 
of the innate merit of the machine. It is 
really much easier to know w'hether a stock 
is of first-class quality than it is to know 
whether a bicycle is sufficiently perfect for 
use. For the latter, a certain amount of 
technical knowledge is required, while in the 
case of the former, the simple rules laid down 
in How to Manage Capital are sufficient for 
any one of ordinary intelligence. 

Although the realisable value of stocks 
is said to change, it is equally correct to say 
that it is the value of the money which pur- 
chases them that varies. The value of money 
is measured by the amount people are pre- 
pared to pay for its use, i.e., by the income 
yielded by it. At the present moment money 
in England is worth from £4 to £5 for every 
£100. In Japan it is worth from £5J to 
£6^. In Russia from £5 to £6 per £100 is its 
value. Formerly money was worth from 



THE MONEY MAEKET ARTICLE 355 


£3^ to £4 in England, and from £4 to £5 in 
Russia. In this way the value of money con- 
stantly changes, according to the supply and 
demand of the moment, and it is by watching 
the trend of values by means of the excellent 
information contained in the Money Article, 
and applying the knowledge for one’s own 
benefit, that one makes sure of receiving the 
largest income compatible with safety. 

Every Investor should insist first upon 
keeping his capital sum intact. When 
once the value of money has risen, and 
in consequence when the realisable value 
of his securities has declined, the Investor 
will find it difficult to improve his posi- 
tion, as ho will then be dealing with a 
diminished capital sum. Nowadays, the 
guarding against a possible loss of capital is 
much more easy of accomplishment than was 
the case formerly, as, by applying the system 
of Geographical Distribiition of Capital, the 
Investor wiU, in the first place, make a point 
of properly distributing his risks, and then, 
by means of reading the Money Article, he 
can ascertain in which quarter of the globe 
the most satisfactory yield is obtainable for 



356 INVESTMENT PRACTICALLY CONSIDERED 


tho time being. Then, as advantageous op- 
portunities offer themselves, he will know how 
to make tho most sticcessful moves with his 
capital on the goograplucal chess-board. It 
is this type of Investor who succeeds in 
obtaining the largest return with the minimum 
amount of risk. , 

There is a last and final point which I have 
not touched upon, which treats of tho ques- 
tion of speculation. It is natural to suppose 
that tho person who is ignorant of the fluctua- 
tions of a stock will never be attracted to it 
from a speculative point of view. The In- 
vestor, however, who watches the persistent 
rise of one of his stoclis, and sees it eventtially 
fall again, is vexed with himself that he did 
not profit by the opportunity. In tliis way, 
the reading of the Money Market Article be- 
comes an incentive to stock speculation, and 
experience has proved that these half-and- 
half speculators invariably lose by their 
ventures. The man who takes up specula- 
tion from a professional point of view might 
be able to make it pay, but not so the Investor 
who has acquired a taste for it from read- 
ing the Money Article. Tliis is another 
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£3J to £4 in England, and from £4 to £5 in 
Russia. In this way the value of money con- 
stantly changes, according to the supply and 
demand of the moment, and it is by watching 
the trend of values by means of the excellent 
information contained in the Money Article, 
and applying the knowledge for one’s own 
benefit, that one makes sure of receiving the 
largest income compatible with safety. 

Every Investor should insist first upon 
keeping his capital sum intact. When 
once the value of money has risen, and 
in consequence when the realisable value 
of his securities has declined, the Investor 
will find it difficxilt to improve his posi- 
tion, as he will then be dealing with a 
diminished capital sum. Nowadays, the 
guarding against a possible loss of capital is 
much more easy of accomplishment than was 
the case formerly, as, by applying the system 
of Geographical Distribution of Capital, the 
Investor wiU, in the first place, make a point 
of properly distributing his risks, and then, 
by means of reading the Money Article, he 
can ascertain in which quarter of the globe 
the most satisfactory yield is obtainable for 
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There never was a time in the history of the 
globe when trade competition was keener 
than it is to-day. In the same ratio as the 
population of the world increases, the battle 
for existence becomes fiercer until, to the on- 
looker, it appears almost impossible to dis- 
cover any branch of business-activity offer- 
ing an opening for a successful departure from 
the beaten track, which already bears the 
footprints of the countless thoiisands of way- 
farers who have travelled by it. Every trade 
and profession seems to be over-supplied 
with men of energy, resource, and ideas ; 
and yet, in the midst of this multitude of 
workers, anxious to be doing something use- 
ful to their fellow men, there is, in my humble 
opinion, a most important section of the 
British public which is by no means adequately 
catered for — namely, the investor. 

There exists, of course, an enormous army 
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)f Bankers, Brokers, Stock Jobbers, Company 
Promoters, and others whose calling in life 
ionsists almost exclusively of supplying the 
nvestor with what they think he really 
vants. But it is ray conviction that but 
ew of these people have gauged the in- 
vestor’s reqxiirements with sufficient accuracy 
,o* discover his real mind. Let us then first 
)f all examine what are the wants of the vast 
najority of investors, and then let us con- 
lider to what extent those wants are supplied. 

To probe the inner minds and the actual 
ntentions of so large and miscellaneous a 
hrong as is comprised in the British investing 
jublic is obviously a task quite beyond any 
lingle individual. But in the same way as all 
moriuous masses may bo satisfactorily tested 
>y fair average samples indiscriminately 
Irawn from the bulk, so I may claim to 
lave a wide and general knowledge drawn 
rom personal experience, because for up- 
wards of five and twenty years I have been 
sngaged in the investigation of the merits 
>f stocks and shares, and I have availed 
nyself of my opportunities of studying the 
nvestor closely. Very early I discovered 
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that, although the investor knew his own 
mind intimately, he had great difficulty in 
making his intentions clear to others. The 
investor was possessed of all the necessary 
decision, but his decision was inarticulate ; 
he was too prone to assume that the particular 
type of investment securities which he per- 
sonally desired was the one type invariably 
selected for all investment purposes. 

The investor had ideas of his own, but his 
trouble was to give coherent expression to 
what was in his mind. To meet this difficulty 
I commenced a system of examining my 
customers verbally as to their requirements. 
But I soon discovered that it was a more 
effective plan, in order to render the investor 
perfectly explicit as to his wants, to supply 
him with a question paper to fill up at his 
leisure. The question paper which I drew 
up contained a mimber of alternative invest- 
ment propositions, and it was pointed out to 
its recipients that the ultimate selection of 
securities suitable to their requirements would 
depend upon their written replies. It will 
be seen, therefore, that the replies which I 
received were the deliberately thought-out 
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intentions of men who were on the point of 
dealing with capital sums of great importance 
to themselves. Under such conditions 1 may 
fairly claim that the replies given actually 
represented the investors’ real minds on the 
subject. 

Some thousands of such replies were exam- 
irlbd by me, including investors from every 
class of society, ranging from thrifty workers 
who liad saved up sums approaching £100 to 
noblemen and commercial magnates, whose 
investments ran into six figures. The view 
I have thus been permitted to take of the 
investor’s mind has therefore been a wide 
one, and it has led me to make the following 
observations. 

The questions asked naturally varied in 
each individual case ; but, briefly summarised, 
they first of all directed themselves to the 
Safety of Capital, then to the matter of 
Income, and, lastly, whether a probable 
increase in Capital Value was considered essen- 
tial. Also, if such increase in Capital Value 
were desired, whether the investor was pre- 
pared to incur additional risk. I further 
inquired if the investor had a preference for 
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any particular class of investment, or for any 
particular country, or whether he had an objec- 
tion to any class of stock or to any country. 

When I first drew up these question-forms, 
my business friends derisively assured me 
that every one would answer that he wanted 
absolute Safety of Capital, a very large 
Income, and at the same time the oppor- 
tunity of increasing the Value of his Capital 
without running any risk ; they further asser- 
ted that almost every investor craved for a 
small gamble, and they tried to prove this 
assertion by the indisputable fact that more 
than 90 per cent, of all the business which 
takes place on British Stock Exchanges are 
speculative transactions. 

Actual results, however, entirely falsified 
these predictions, for the great majority of 
investors replied that the question of Capital 
Safety was all important to them : they 
declared themselves satisfied with a most 
moderate rate of Income, provided that their 
Capital was safe, and hardly any of them 
desired to incur the shghtest risk, however 
tempting the chances might be of an improve- 
ment either in capital value or in income. 
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This result conclusively proved how sound 
were the fundamental ideas and intentions 
of British investors, and how undeserved 
were the investment losses which they incm: 
with such deplorable frequency. Almost 
without exception they expressed no particu- 
lar wish as to the class of enterprise or as to 
the country in which they were willing to 
invest. Whenever special views were given 
I noticed that they were connected in some 
way with the calling of the individual in- 
vestor, or that they were based upon religious 
convictions or personal prejudices quite un- 
connected with the actual question of invest- 
ment. For example, more than half my 
clerical customers objected to investments 
connected with the manufacture or sale of 
alcoholic beverages ; others declined to lend 
financial support to businesses which were 
carried on on Sundays ; Avhilst quite a number 
of investors, whose opinions had been moulded 
by travel, objected to particular cormtries 
because they disliked their form of govern- 
ment or the national character of their in- 
habitants. Some investors had a prejudice 
against all places of amusement, and in one 
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instance drapery businesses were excluded 
as calculated to encourage an extravagant 
outlay on feminine finery. The manufacture 
of guns and military equipment was naturally 
enough regarded with aversion in some 
quarters, and one oldcountry squire considered 
shipping companies a national danger, as they 
facilitated the importation of foreign wheat and 
were, by this means, ruining Enghsh agricul- 
ture. Such was the nature of the reasons 
expressed for excluding certain classes of in- 
vestment and certain countries ; but, in 
the great majority of cases, a perfectly free 
hand was given as to selection, and the 
requirements as to income were of the most 
modest description. 

It is true that there were some few excep- 
tions to the general reasonableness of the 
investors’ demand, but in most instances 
these were traceable to sheer necessity rather 
than to actual greed. There were some in- 
vestors so situated that they were boimd to 
insist upon a high yield of interest in order 
merely to subsist ; but the actual gamblers 
who craved for capital safety, an income- 
yield of over 6 per cent., and a chance of an 
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enhancement in the realisable value of their 
capital, were the smallest sprinkling out of 
an ocean of investors. It is scarcely neces- 
sary to add that those capitalists who re- 
garded the act of investment as a short cut to 
fortune, invariably lost most of their capital 
in ^ comparatively short space of time. 

As a matter of fact, the British investor, 
when closely examined, proved himself to bo 
a iiiost modest, moderate, and easily satisfied 
individual, for whose financial reipiirements it 
should be easy to cater ediciontly. More than 
sixty per cent, of all the investors who have 
come under my notice wore so very much in 
earnest in their endeavour to obtain capital- 
safety, that tlie most moderate rate of inter- 
est seemed ample to them and, actuated by 
the belief that a stock yielding more than 
4^ per cent, must be unsafe, they refused to 
hold securities of high yield. 

Having by means of the Question Form 
thus settled the investor’s requirements, the 
next step was to send him a list of stocks from 
which he should take his choice : this afforded 
an opportunity of testing the financial know- 
ledge of the British investing public, and here' 
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a wonderful want of disorimination was laid 
bare. For some reason or another it appeared 
that the majority of English investors were 
quite mcapahle of distinguishing between a 
soimd solid investment and a speculative 
venture. This poverty of judgment was by 
no means confined to people who lacked a 
business training ; for in many cases shrewd, 
hardheaded business men who had made their 
money in trade, lawyers in large practices, 
and others seemingly qualified to form an 
opinion on business matters, were worse j udges 
of what was cheap or dear, or of what was 
safe or speculative in investments than mem- 
bers of the Upper Ten Thousand who had had 
no business experience whatever to guide them. 

I remember a case of a solicitor who had 
held £15,000 London Chatham and Dover 
Ordinary Stock for upwards of twenty years, 
and who consequently had never received a 
shilling in the shape of interest on his capital 
throughout the period, and yet refused to sell 
his stock at the excellent price of 27, although 
I urged him to do so. It was in vain that I 
proved to him by past records that in no 
possible set of circumstances could this stock 
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ever come within the prospect of a dividend ; 
he was a persistent holder of an unremiinera- 
tive stock, who was wasting his investment 
strength over a hopeless security, and he 
declined to budge from his unsatisfactory 
position. The present price of the stock 
is now 11, and T have no doubt that he still 
continues to hold it, and to waste his substance 
and his care on the endless effort to incubate 
addled eggs. Again, in 1897, T had a discus- 
sion wdth one of the ablest men in this country 
as to the comparative desirability of British 
Railway Debentures and of American Rail- 
road Bonds of the first class ; on that occa- 
sion the most formidable array of figures 
entirely failed to convince my opponent that 
both types of stock were equally well secured, 
but that British Railway Debentures were 
greatly overvalued and American Railroad 
Bonds were very considerably undervalued 
at the then pervading level of quotations. 
Similarly I have a vivid recollection of a 
manager of one of the largest London banks 
assuring me not many years ago that neither 
of us would live to see Goschens again quoted 
below par; indeed, I could fill pages with 
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kindred specimens of the want of discrimina- 
tion displayed by otherwise first-class busi- 
ness men. Descending from men of special 
business capacity to the average investor, it 
is surprising to find how many people there 
are who fail to understand the broad difference 
between Debentures, Preference Stocks, and 
Ordinary Capital : whilst the problem of 
calculating the actual income-yield obtain- 
able from a stock quoted either over or imder 
par would floor so largo a proportion of stock- 
holders as would appear incredible if ex- 
pressed in figures in cold print. Or, again, 
an investor who is reaUy capable of analysing 
a balance-sheet is quite the exception, and 
the feat of appraising the difference in value 
and in relative capital-safety of two stocks 
is beyond the power of most men. Yet 
these are a few pieces of fundamental financial 
knowledge quite indispensable to the proper 
management of capital invested in joint-stock 
enterprise. 

To me this lack of elementary knowledge 
seems doubly regrettable ; firstly, because 
the necessary information is so easily to be 
acquired, and, secondly, because the want of 
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it constitutes all the difference between a 
successful and an unsuccessful investor. As 
I shall show later on, this incapacity on the 
part of the general investing public exercises 
a deep and a disastrous influence upon 
British national finance. Yet the British are 
beyond doubt, to iny mind the most business- 
like nation in Europe, so how is it that they 
carelessly neglect so important an item as 
their Stock Exchange investments ? The 
only answer to this most puzzling question 
would seem to bo that every investor has en- 
deavoured to discriminate between what is 
safe and what is speculative in investments, 
but has finally abairdonod the problem in 
despair. It may be that ho has analysed a 
few stocks and formed an opinion as to their 
respective merits : some he found undesirable 
and dear, and these he mentally marked down 
as likely to fall in value ; others he decided 
were exceedingly good and cheap, and these 
he was convinced must ultimately rise in 
price. But on following the subsequent 
careers of the subjects of his investigations 
he not improbably found that the good 
stocks receded in value, and that the unv 

B B 
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sound stocks improved in price. Finding 
that theory was so entirely set at naught by 
actual practice, the belief gradually gained 
ground that a study of finance was useless, 
and the present indifference to financial in- 
vestigation has naturally followed. 

Singularly enough, in England there are 
very few stocks which are really stable in 
value ; whereas in Franco, Germany, Holland, 
Sweden, Norway, and even in the United 
States, there are many such investments. 
Fluctuations there are of some kind in all 
stocks, owing to the constantly fluctuating 
value of money. But whilst some first-class 
English stoclcs fluctuate to the extent of 25 
to 40 points during a single decade, stocks 
of similar class in other countries only fluctu- 
ate from 5 to 10 points. In proof of this 
fact I append the following table : — 

Great Britain 1898-1907. 

Lowest Highest 
Average, prices. Dill. 

Bristol Corporation 3J% Debentures 99 J 127i .. 28% 

Manchester Corporation 4% Stock. . . 117J 146 .. 28-50% 

Great Western Railway 4^ % Debentures . 118 J .. 150 ..31-60% 
London, Brighton, & S. Coast 4i% Debentures 127^ 165J .. 38% 

Average difference in fluctuation of British Stocks = 31 50%. 

Germany;— 1H97-1000. 

l^owest. Highest, r fi5* 

Berlin 3i% Municipal Loan .... 94S6 .. iqiijo . 

Preuss Bodeiicrcdit Bunk 4% Moitgage Bunds . 97«ii ,. 10275 V 

Deutsche Hypothekon Bk. 4% Mortgage Bonds 0725 . . loilo 

Deutsche Hypotheken Bk. 6% Mortgage Bonds liooo .. nfi' •• ' '' 

AVERAGB DIFFEEBNOB in FIiT70TrATION-.6-08% 
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France ; — 

1896-1905. 



Lowest. 

Jlighcfit. 

Diff. 

Paris Mimicipal 4% Loan 1865 

513«9 

. . 57635 . . 

&i% 

Credit Fonder de France 3% Obligalioiis. 

<13717 

. . 470-’l . . 

67% 

Cliemin dcs For du Noid 3% Obligations. 

45978 

. . 48.5<^H . 

518% 

ConipgiiP. d(‘S Choiiiins de Fer de L’Kst. .5*% 
Obligations ...... 

659''7 

.. . 

60fl% 

AVER.AGE IJIFFERENCE IN FLUCTFATION = - 5 

57%. 


Austria : — 

J.owest. 

1896-1905. 

lligliesi. 

Diff. 

Vienna Munieipal 5% 1807 Loan 

l(i2<o 

. . 1053H . . 

2»o% 

Lemberg Czcriiowitz .lassy Bad way 4 Vo Ihior 
Lien Bonds ...... 

8075 

. . 9410 . . 

73y% 

^ustro-Hungarian States Railway 4% JK8;j 
J*rior Lien Bonds ..... 

J 1550 

122 


Austrian Ilyjiothekonbank 4% 1886 Mortgage 
Bonds 

9010 

. . 100<20 . . 

410% 


Average piffbebncb in FLFoxfATioN- 5*21%. 

Holland 

1807-1906. 

ijOW<'St. lU}?llH.‘«t. DIff, 

Amal«‘rdatii 31% Mnnieipal r.o.in 1861 . . 4)61 .. 100 J .. 3*62% 

Rotterdam Hypothbk. 4% Moftsrafit* Honda . JOOi .. 101 ^ .. 1*12% 

Ainstordam Hypothbk 4% iMort^a"*' Honda 9.51 101 .. 5*75% 

Arnhem llypothbk. 4% Mori Bonds . 961 . 1002 .. 4*50% 

Average diffkrenob in FLFoTUATroN^ 3*7.5%. 

Norwaj” au«l Sweden 

Low<"'t. Highest.* Dill. 

City of Horgeii 4% Loan 1001 . . . 00] :* . 101 i ..1*10% 

Christiania 4% Munieipal Liwiu . . . 100 .. 102 .. 2 00% 

Norwegian llj'jiothekeiibauk 4% JVlortg.age 

Bonds, l.:?96-100.5 95 . . lOJ J . . 6*50% 

City of ,Sk*ckln»liu 4Vi', i'^nds, 14)00. . . lOOJ .. 101 .. 3*50% 

Average dipferem’ij in fluotuation <--3*30%. 

• Last .SIX yeart»’ pricf only. 

United States — 

1897-1900. 

Lowr.-,1 . HigJio.st. Diff. 

Louisville and Na.shvillo 0% Conoral Mortgage 

Bonds 1171 .. 1221 *• 5*00% 

Illinois Central Uailroa*! Co . 4"o Cold Bonds, 

1888 1041 .. 1092 .. 4*76% 

Minneapolis St. P.anl 4"t', First Mortgage . . 972 • • 1041 • 6*76% 

Buffalo, Hoeliet-tor and Pittsburg Kailway Con- 

sold. 6 Bonds 1231 .. 128;'., .4*81% 

Average jnFFBUEM'E in yii;t;Ti’ATJox=5*31%. 

Total 24 Stocks, embracing six countries, mean average fluctuation during a period 
of ten years -4*70%. 

Perhaps the most surprising fact contained 
in the above statement wiU be tiiat there 
are in the United States securities which arg 



372 INVESTMENT PRACTICALLY CONSIDERED 


practically stable in value, as solid Railway 
stocks of that country move faster than do 
similar British stocks. 

The wide fluctuations of British stocks 
exercise a most pernicious influence upon in- 
dividual investors, and upon British National 
Finance. Because, if an investor sees the 
Irredeemable per cent, stock of a city like 
Bristol fall from 139 in 1896 to 100 in 1903, 
or nearly one-third of its value, what en- 
couragement is held out to him to endeavour 
to appraise the worth of any investment stock ? 
For hero is a stock practically removed from 
the influence of International Politics, and 
issued by a prosperous and growing city, and 
yet, if such a stock proves a pitfall for the 
investor’s capital, wherein shall he find 
Capital-Safety ? 

Why is it, moreover, that it is impossible 
to find a parallel case to that of Bristol 
Corporation stock in any of the other invest- 
ment countries which are included in the 
above table ? The municipal issues of their 
cities move to some small extent, biit how 
is it that they fluctuate in nothing like a 
eimilar degree to the municipal stocks of 
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this country ? The answer is simple. The 
investors of all these comitries have a much 
better understanding of the real value of 
stocks than the English investor has. They 
devote care to their investments whilst the 
English investor does not. They are more 
thrifty than the Englishman, and their thrift 
impels thorn to realise any of their investments 
which rise in price to such an extent as to 
render it improfitable to hold them any longer 
owing to the diminished income-yield which 
they return at the higher level of value. 
Last, but not least, when a continental in- 
vestor is deficient in financial knowledge he 
is put right by his banker or broker, whilst the 
British investor receives no such co-operation 
from his financial agents. 

It would be absolutely impossible that any 
per cent, stock, which carried no other 
privilege with it beyond its interest-earning 
power, should rise in either Germany, France 
or Holland to 139, as Bristol Corporation 
stock rose in this coimtry in the year 1896. 
The utmost limit to which such a stock could 
have risen in any of these countries during 
the last twenty years would have been about 
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118, at which price it would yield just under 
3 per cent. This limit would have been fixed 
by the fact that at over 118 every holder 
would have been eager to sell and to invest 
his money in a more profitable manner and 
a more profitable method of investment has 
always existed in each of these countries and 
in Great Britain as well. 

In Great Britain there does not seem to 
be any such limit. In this country stocks 
are bought without regard to the income- 
yield they afford on the capital-sum repre- 
sented by their purchase-price, and but very 
few holders seize the opportunity to sell 
when stocks have risen to a point when it is 
unprofitable to hold them longer. Tliat such 
is the case is easily to be seen by the present 
price of Guiimess Brewery Ordiirary stock, 
which stands at 560, at which price it yields 
about 31- per cent. The average price of 
this stock since the South African War has 
been 550, and it now stands above that aver- 
age in spite of the fact that Consols, Home 
Railway Debentures, and Corporation stocks 
have all fallen in price very materially. 
‘Amply secured Brewery Debentures can 
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be bought to yield 4^ per cent., yet 
Guinness Ordinary stock only yields 3| per 
cent, at its current price. Although the 
realisable value of tliis stock is £14,000,000 
and some thousands of investors arc holding 
it, yet the great majority of them fail to ap- 
preciate the sheer absurdity of their position, 
and there are no bankers or brokers to explain 
to them the folly of this extreme valuation. 
Similarly, it can only be a complete indiffer- 
ence to the income-yield on the realisable value 
of their capital which restrains the holders 
from selling such stocks as Hertfordshire 
County Council 2^ per cent, stock, quoted 79- 
81 and yieldmg 3 ijer cent. {Fhiancial Review 
of Reviews, tables, p. 3) ; Corporation of Lon- 
don, quoted 96-103 and yielding 2} I- per cent, 
(tables, p. 1) ; Harrod’s Stores 5 per cent. 
Cum. Prof, shares, quoted 6-6J and yielding 
3 b per cent, (tables, p. 48) ; J. Lyons and 
Company 4 per cent. Jst Debentures, quoted 
104-107 and yielding 3| per cent, (tables, p. 
52) ; J. and P. Coats 3f per cent. Debentures, 
quoted 104-107 and yielding 3J per cent., 
and the same firm’s 20 per cent, tion-cum. 
Pref. Ord., quoted 470-490 and yielding 
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4A cent, (tables, p. 45), because it re- 
quires no great amoiuit of research amongst 
the stocks quoted in the Review tables to 
reveal securities of precisely the same class 
returning considerably liigher yields of income. 

Or, again, it is impossible to attribute to 
an 3 dihing but deplorable carelessness the 
apathy with which holders regard extraneous 
events vitally affecting the values of their 
stocks. For instance, on the projected ab- 
sorption of the Port Talbot Railway and 
Docks by the Groat Western Railway the 
£10 Ordinary shares of the former concern 
have risen to the high price of 10J-11|^ (tables, 
p. 13), at which price they afford the paltry 
yield of only 1 per cent. Clearly, then, at 
this price the market has already discounted 
the completion of this purchase on the most 
favourable terms likely to be conceded to 
the Port Talbot shareholders ; in other 
words, should the present sanguine forecasts 
be finally modified by the event, the price of 
Port Talbot Ordinary threatens to recede 
considerably, whilst if the projected deal goes 
through, as anticipated, the current quotation 
®f Port Talbot Ordinary affords little or no 
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scope for a further rise. So that a holder 
of this stock now stands the risk of a substan- 
tial fall, with no compensating prospect of a 
rise. Clearly, this being the position, share- 
holdlers ought not to hesitate to sell — yet no 
sales take place. To give yet another in- 
stance of a stock whose position has been 
materially altered by a recent event, let us 
consider the position of Somerset County 
3 per cent, redeemable 1923-33, quoted at 
88-90 and yielding 3-r\ per cent, (tables, p. 4). 
Now Somerset has just issued (see “ The 
Month’s New Issues ” in Nov., 1907, number) 
debentures of £100 at par, bearing interest 
at £3 10s. per cent. Obviously, then, Somer- 
set’s 3 per cent, issue cannot fail ultimately to 
fall into line with the price of this new 3 ^ per 
cent, issue, or, in other words, its price must 
recede to 85. More especially is this the case 
because the redemption of the 3 per cent, stock 
can be varied by purchases of stock in the 
open market, so that it is improbable that 
the redemption at par of the 3 per cent, stock 
will ever become operative. The price of the 
3 per cent, stock has, therefore, practically 
no redemption price to support it. Clearly,* 
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here again holders of the old 3 per cent, stock 
should not hesitate to sell at current quota- 
tions — ^yet no sellers are forthcoming. 

Precisely as there is a limit to which Fixed- 
Income stocks can rise outside Great Britain, 
so there is a limit below which such securities 
cannot fall. For so soon as a stock begins to 
sell below its comparative value an army of 
investors, bankers and brokers is on the watch 
to purchase it, with the result that the X3rice 
very soon recovers. Such, however, is not 
the case in England, for here it seems to be 
very dimly understood that very frequently a 
stock is depressed from causes which have 
nothing to do with its safety or desirability. 
I had a very convincing example of this sort 
a short time ago, when I was endeavouring to 
sell £10,000 Midland Railway Debentures. No 
Stock Exchange jobber would take this parcel 
of stock at the officially quoted price until 
ultimately a jobber offered me one point be- 
low the lowest nominal quotation, and in order 
that I shoqld be able to justify this appar- 
ently bad price to my customer, the officially 
quoted price was lowered one point. Now 
there are £40,649,280 of Midland Railway 
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Debentures issued, so that a difference of one 
point on this amount of stock was equal to 
£406,492, and it was to this extent that the 
national wealth of Great Britain was re- 
duced by the sale of £10,000 stock. Not 
only so, but I verily believe that many in- 
vestors who saw their stock had fallen rather 
felt that they would like to sell their holdings 
also. Further, I very gravel j?- doubt whether 
any of the thousands of holders of Midland 
Railway Debenture Stock paused to think 
what their stock was really worth and 
whether it was good to buy at the lower 
price. Similarly it frequently happcjns that 
a stock is quoted at a certain price, bxit 
if oven a small quantity, say, £1,000 is 
wanted, the price has to be raised gradually 
many points until an actual seller puts in an 
appearance. 

These indiscriminate upward and downward 
movements of the official quot-ations of the 
finest stocks in the world can only have a 
most deadly effect on investors, and they are 
simply due to the general want of investment 
knowledge on the part of English investors 
coupled with the apathy of their bankers and 
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brokers, who fail to enlighten the public as 
to the opportunities which market fluctuations 
afford them. This is one of the chief reasons 
why r am driven to the conclusion that the 
wants of the British investing public are 
insufficiently catered for. Yet where is the 
British investor to obtain investment know- 
ledge ? It is a subject which is not taught 
in schools, and his financial advisers refuse 
to take the responsibility of giving advice, and 
even decline to explain their reasons for 
any scanty suggestion they may ever make. 

Educated in such an atmosphere the invest- 
ing public never grasp the elementary prin- 
ciples upon which investment should be based. 
With the result that all confidence in his own 
judgment is shaken out of the British 
investor and he stands, hesitating and 
irresolute, unable to trust himself to appraise 
the relative values of sound fixed dividend- 
paying stocks. So that on the one hand 
great bargains in stocks go vainly begging, 
whilst on the other hand, securities are forced 
up to unremunerativo price-levels without 
the investor being able to recognise and take 
■>rivn.ntase of these follies of extreme depres- 
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sion and of undue inflation. British market 
prices are actuated by a policy of drift, 
and the realisable values of some of the finest 
securities in the world become a matter of 
pure chance. 

There is another grave disadvantage which 
arises out of the want of investment knowledge 
from which England suffers, and that is the 
enormous influence which passing fashion 
exercises on the value of investments. Let 
me quote two striking examples of the 
w’him of fashion dominating market-values. 
Some years ago the public fancy was centred 
on Brewery investments, with the result that 
the prices of Brewery Mortgage bonds and 
shares wtu’e carried up to unwarrantable levels 
— although the investing public altogether 
failed to understand that this was so. Then 
the Legislature began to interfere with licenses 
and with their renewals, and a feeling 
of nervousness seized upon all holders of 
Brewery stocks, and prices gradually fell 
until to-day the opposite market extreme 
has been arrived at, and many fine brewery 
investments are selling much below their real 
values when compared with other industrial 
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issues. Thus enormous sums of money 
have been lost through a once-fasliionable 
investment becoming altogether unfashion- 
able. But have investors learnt anything 
from this disaster ? No — so little have they 
learnt that vve have to-day a similar invest- 
ment movement taking place amongst us. 
For tube railways, motor omnibuses and 
other improved facilities of communication 
have brought vast crowds from the suburbs 
and the outlying districts in the metro- 
politan area for the x)urpose of shopping to the 
West-end of London. This movement has 
given an enormous stiimdus to all West- 
end shops which cater for the middle classes, 
and has given a temporary prosi)erity to the 
trade of tea-shops and large drapers, with the 
result that shares in draj)ery and light refresh- 
ment establishments have climbed to such 
giddy heights that they now yield less than 
first-class brewery debentures secured upon 
property of unimpeachable value. This 
fashion, like all other fashions which fly 
in the face of common sense, will suddenly 
pass away and we shall then have the 
brewery experience repeated with painful 



TIIE INVESTOR’S MIND 


383 


fidelity in the case of drapery and cater- 
ing shares. It is this lack of proj)er dis- 
crimination on the part of the investing 
public which gives rise to these dispro- 
portionate upward and doAvriward move- 
ments and is the primary cause of losses 
amounting to hundreds of millions ster- 
ling which aro sustained by the investing 
public. 

Lastly, let us consider the question of new 
issues of public companies. For precisely 
the same reasons that the investing public 
fails to appreciate the solid merit of an un- 
fashionable stock, it also fails to give ade- 
quate encouragement to the solid honct fide 
company promoter. So that it matters 
not how cheaj) and sound an offer of new 
stock may be, there is never any certainty 
as to whether it will tempt the palate of 
the fickle public — and prospectuses of many 
first-class issues do undoubtedly fall ab- 
solutely flat — whilst the less conscientious 
promoter — who is eloquently lavish in his 
prospectus promises — stands a far better 
chance of arresting public attention. Con- 
sequently, some of the most palpably un- 
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sound ventures are eagerly over-applied 
for by the undiscrirainating investor. 

To sum up my argument, the British 
investor’s mind incUnes naturally to solid 
securities. But unfortunately his want of 
sound financial knowledge prevents him fol- 
lowing his own mental bent. It is want of 
judgment rather than any reckless desire to 
gather riches quickly which causes by far the 
greater part of the investment losses which 
occur. I am convinced, then, that a future full 
of golden promise lies before those investors 
who will take the trouble to study and profit 
by the experience of the past, and in no small 
measure they will stand to benefit by the 
want of discrimination displayed by their 
less well-informed fellow investors. Let 
the investor take a little trouble to master 
the fundamental principles of investment 
and he will be astonished to find how 
simple and logical these principles are, and 
then, with a proper investment equipment, 
he will find that he cannot fail to achieve 
solid investment success. 



I'hc Investor’s Defence Against 
Labour’s Attack upon Capital 

Only those investors, wlio make a constant 
study of our national coitiniercial position 
are able to appreciate the unending struggle 
which is going on between f !apital and Labour 
in this country, and the far-reaching effects 
Avliich tliis strife is inoduciiig on the values 
of all (Jasses of British investments. To 
begin with, taking the total value of Homo 
Railways alone, say, ten years ago, and com- 
paring it with the present value of these same 
stocks, wo are confronted with a capital 
shrinkage of about two hundred and fifty 
millions sterling. During the years 11)04 
and 1905 it seemed as if the tide had turned 
for the better, but increasing competition 
and the recent demand for about seven million 
poimds additional annual wages on the part 
of the Railway employees, have entirely 
swept away any benefit which British in- 
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vestors derived from that brief period of 
investment-revival, with the result that tens 
of thousands of Capitalists, who had invested 
their money in all good faith in this most sohd 
form of investment, contenting themselves 
with the very minimum of income, now find 
that their caution has availed them nothing, 
and that their losses in respect of depreciated 
Capital and diminished Income have become 
exceedingly serious. Tire most pathetic part 
of this sad state of affairs is that the actual 
sufferers are in most cases non-combatants 
who suddenly find themselves in the line of 
tiro without having in any way provoked the 
fight, and without having the most elementary 
notion of how to take cover from the hail- 
storm of missiles which are falling amongst 
them. 

It would be idle to waste compassion upon 
the gambler who recklessly stakes his money, 
carried away by the hope of landing some 
enormous coup. But every one must feel 
sympathy for the solid old-fashioned investor, 
guiltless of the least taint of gambling, who 
suddenly finds that an tmexpected catastrophe 
has swept away a large slice of his capital 
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in spite of his willingness to accept a moder- 
ate return of interest in the hoj^e of thereby 
securing himself against the risk of losing a 
part of his money. As a matter of fact the 
majority of those who have lost their money 
over solid British stoclcs imagined that their 
capital was most secturely invested in stocks 
of stable character, far removed from all 
suggestion of speculation. It is in the in- 
terests of these people that the present article 
is written. 

At all times finance has been considered 
an intricate subject, and but few people arc 
able to gauge financial causes cxnd effects. 
I do not propose here to enter into any 
lengthy discussion of these subjects, which 
have already been dealt with exhaustively 
in the financial handbooks wliich I have 
written. I will merely content myseff with 
observing that there is a bright side to the 
darkest of clouds, and that aU those who 
have suffered financially in the past and are 
willing to benefit by the sad lessons they have 
received can do so in the following simple 
and effective manner. It is said that a 
pound of practice is worth more than a ton 
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o£ theory. As my plan is based solely upon 
practice there should be a good deal of solid 
value ill it. 

It is given to no man, no matter how ex- 
perienced be may bo, correctly to foretell the 
future of an individual security with any 
degree of certainty. It, therefore, naturally 
follows that to invest in one class of stock only 
must always be a hazardous enterprise, and 
that a number of stocks, which are totally 
different in their price-movements, alone 
can effect a compensating balance by means 
of which the total realisable value of all 
securities held can be steadied. Or, in other 
words, it is only when an investor has suc- 
ceeded in so dividing his capital that no single 
event can seriously affect more than one or 
two of the total number of stocks which 
he holds, that he can be said to have pro- 
tected himself against any serious capital- 
depieciation. Now let us ask ourselves, how 
is this best to bo done ? One of the most 
deplorable features in connection with in- 
vestment in stocks and shares is that guess- 
work is so largely resorted to when stocks 
are selected. Moreover, the individual idio- 
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syncrasies of the guesser are permitted to 
sway him in liis efforts at guesswork. Now 
the element of guessworlc is so detrimental 
to investment success that stops must bo 
taken to eliminate it. This is accomplished 
by means of a few fundamental principles, 
wliich I have formulated and may briefly 
outline in the following system. 

For the purpose of illustrating my xJan 1 
have taken certain figures, published by the 
Bankers' Magazine, and I liavo depicted the 
variations of these figxiros in the form of 
a chart. With the aid of this chart it is 
easy to see what are the pervading and pre- 
dominating influences wliicli govern the prices 
and values of all Stock Exchange securities. 
As I have already explained, capital -safety 
can only be obtained by spreading the amount 
of capital to bo invested over a number of 
stocks which are dissimilar in their price- 
movements. For this reason a knowledge 
of the influences which affect price-move- 
ments is the first essential to investment 
success. Those influences I have described 
in full detail in Investment an Exact 
Science, and lack of space precludes my. 
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attemjrting to discuss them witliin the limits 
of this article. 

Returning again to the figures published 
in the Banhcrs' Magazine I should, perhaps, 
first of all explain that it is the custom of that 
periodical to group together large numbers of 
certain kindred stoclcs and, month by month, 
to give the variations in capital -value of each of 
these groups. These variations I have dis- 
played in chart form, showing how the total 
value of each group rose or fell throughout the 
period under review, that is say, for the 
ten years from 1897 to 1906. The average 
investor — and these form the majority of the 
audience I desire to address— does not, as a 
rule, understand charts, neither docs he wish 
to be troubled with lengthy explanations. 
Accordingly, I will make the task easy for 
him by asking him to folloAv the lines on the 
chart from the left to the right ; he will then 
be tracing the fluctuations in value of each 
individual group in the order in which they 
occurred — an upward tendency of the Une 
denoting a rise in value, and a downward 
tendency a fall in value. Thus, for example. 
In the group of British Government securi- 
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ties, which is the top zig-zag lino of the chart, 
wo see one steady downward nioveniont ; 
whilst, on the other hand, if \^'e take the lowest 
lino of the chart, I'oprescnting the movement 
of Amerioan securities, we see a gradual rise 
up to 1901, followed by a fall up to 1903, 
wliich was again succeeded by an upward 
movement extending to the end of the ])orio(l 
depicted in the chart. This exjilanation will, 
I hope, suffice to render the meanings of the 
zig-zag lines of j)rice movement clear to the 
reader, and it is fi-om these lines that the 
practical lesson of this article is to be 
learnt. 

I may jnention that 1 have taken the 
figures of the Bankerti' Magazine in preference 
to any figures selected by myself for the 
following reasons : — First of all, investors 
who are not practical statisticians them- 
selves are habitually shy of statistics and are 
inclined to suspect that exceptional cases 
may have been selected to prove general 
principles. Another point wdiich lends ad- 
ditional strength to the testimony of the 
figures from the Bankers’ Magazine is that 
they do not represent the fluctuations of any 
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one individual stock which might have been 
affected by special causes, but they include 
entire groups of stock ; so that the price- 
movements depicted by these figures must 
be taken not only as representative, but as 
absolutely conclusive as to the general market 
tendency. I have divided my chart into 
two sections. The upper one represents 
British investments, the lower one embraces 
investments outside of Great Britain, viz., 
those of the British Colonies, Europe, America 
North, America South, and General Inter- 
national investments. 

The Bankers’ Magazine has so arranged 
its groups of investments that it is easy to 
separate all those groups which represent 
purely British stocks from those which re- 
present stocks which are chiefly held outside 
of Great Britain and consequently are not 
subject to the influence of British trade. 
This system I have followed in my charts. 
The reason for this separation was simplicity 
of comparison, for my object was to show 
that whilst the principal investments of any 
one country move harmoniously together 
iq value, the stocks of various countries move 
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each in different directions. The year which 
illustrates this diversity of price-movement 
the most clearly is 1899. At the commence- 
ment of that year the lines of price-move- 
ment of all the British stocks started at 
almost an identical angle, and at the con- 
clusion of the year they all terminated in the 
safue uniform fashion, whilst in the case of 
the securities situated outside Great Britain 
the angles of entry and of departme are 
different in every instance. It is needless 
to mention that all the stocks on the chart 
are in investors’ hands, and that the rise and 
fall of the zig-zag lines displayed on my chart 
depict actual capital gains and capital losses 
made by individual investors. Let us then 
examine the difference between the position 
of an investor who confined himself solely 
to British securities and the position of an- 
other investor who held an assortment of 

\ 

British and Foreign securities during the 
year 1899. In the first case, in which the 
stocks held were entirely British, there was 
a general all-round depreciation. In the 
second case, however, of the International 
List, some stocks moved up and other stocks 
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moved down, and, therefore, capital losses 
were ofiF-set by capital gains. 

It requires no explanation to show that, 
if it is possible for all the stocks held by an 
individual investor to move in concert either 
upwards or downwards, then the investor 
is no better off than he would be if he had 
staked his entire capital upon one single 
venture ; in fact, he has derived no sort 
of protection from distributing his capital 
amongst a number of stocks. The two 
divisions of my chart show the difference 
between a good and a bad distribution of 
capital. The upper part is a bad distribu- 
tion, as it fails to effect its purpose, owing 
to all the stocks moving together ; the lower 
part is a good distribution, as all stocks 
move independently and in different direc- 
tions. In fact, this chart illustrates, in an 
obvious form, the best method of safeguard- 
ing capital ; for it shows that to hold only 
British securities is practically to stake one’s 
investment future upon the future trading 
prosperity of the United Kingdom — a line 
of action which is simply speculating upon 
a single event, the event being the course 
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of English trade, whilst spreading capital 
over different countries entails a variety 
of price-movements, and this variety of 
movement affords the compensation by means 
of which capital is preserved intact. 

But it must not be imagined, because the 
lines of price-movement of the British stocks 
all display such a uniformity of fluctuation 
as renders any Investment List consisting 
entirely of British stocks highly risky to 
hold, that England is a peculiarly dangerous 
investment-centre. This is not my mean- 
ing. For what is true of British stocks is 
true also of the stocks of all other countries 
in the world. In every country the stocks 
which are held mainly in that country fluc- 
tuate with a similar identity of movement 
to that displayed by the British stocks. 
Readers who desire to follow this subject 
further will find in Scientific Investment in 
Daily Practice by Sir John Rolleston a num- 
ber of charts representing the fluctuations 
of English, French, German, Swiss, Belgian, 
Canadian, Japanese, American, Argentine and 
other stocks. 

From these it will be seen that there Is 
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precisely the same objection to making any 
other country the receptacle for the whole of 
an investor’s capital as exists in the case of 
Great Britain. 

But not only does the Geographical 
Distribution of Investments tend to safe- 
guard Capital, but it also contributes in 
a very direct manner to an increase of 
income. The reason of this is that every 
country has its own standard of in- 
come-yield. For example, gilt-edged British 
securities yield under 4 per cent, al- 
though gilt-edged Japanese securities of the 
same class yield 6 per cent. ; in Europe a 
slightly higher yield of income is obtainable 
than is afforded by English investments, 
whilst in America the standard rate of in- 
terest is from 1 per cent, to 1 J per cent, higher 
than that which prevails in England. From 
this it will be seen that, whereas a selection 
of high-class British securities will only yield 
4 per cent, on an average, a precisely similar 
selection of International securities will yield 
from 4^ per cent, to 5 per cent. There can 
be no question that the safety of Capita] 
ought to be the first consideration of every 
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investor, and that high-class stocks are safer 
than low-class investments. But these high- 
class stocks yield a small income only, and 
for this reason many investors are so placed 
that they cannot afford to hold them. To 
all investors so situated an International In- 
vestment List is absolutely indispensable, 
becaCSe it enables its holder to increase his 
income without in any way reducing the safety 
of his capital. I have constructed many 
Lists of Investments, which are based upon 
international lines, to produce 6, 5 ^, 6, and 
even 6-|- per cent., and some good judges of 
finance have pronounced these to be infinitely 
safer than a list composed exclusively of 
British Trustee Investments from the point 
of view of Capital maintaining a stability of 
average value. 

The advantage to be derived from the 
Geographical Distribution of Capital is, there- 
fore two-fold, and it consists of a marked 
increase in capital safety, and of a simul- 
taneous increase in income. In faot it is only 
from a properly adjusted list of International 
securities that an investor may hope to achieve 
the maximum stability of Capital accompanied 
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by the luaximuin of annual income. More- 
over, there is no country wliich can be said 
to be safe from sudden legislation which 
might entirely undermine the realisable 
value of investments in that coimtry. For- 
merly the war which is being waged between 
Capital and Labour was a departmental war 
which affected certain classes of trade only. 
Now socialistic legislation is being framed in 
a spirit which affects every class of capitalist. 
Fortunately there are some countries in 
which statesmen still see that, if Capital is to 
succumb, Labour must suffer, and that both 
are the two arms of the same body and draw 
their sustenance from the same source. So 
that this terrible new danger to which capital 
is exposed does not manifest itself in an equal 
degree the world over. This is another very 
strong point in favour of the Greographical 
Distribution of Capital. 

To expose one’s fortune to the socialistic 
element in any one country has to day be- 
come a highly dangerous position. The mere 
demand of British railway men for increased 
wages has caused a set-back of over one 
hundred millions sterling in the value of 
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British securities, but it has not affected the 
value of any class of investment situated out- 
side of Great Britain. This one practical 
object lesson should show the way to safety 
to every prudent capitalist. 

I s^iould be sorry if anyone were to infer 
from this article that I am a plutocrat, and 
that T^am opposed in any way to the just 
demands of Labour — quite the contrary, I 
am rather inclined than otherwise to hail 
with delight the improving outlook for Labour. 
In this article I only desire to explain to the 
individual capitalist how he can protect him- 
self against altered conditions. 

Since the system of the Geographical Dis- 
tribution of Investments was first statisti- 
cally proved by me and then practically 
applied to the construction of investment 
schemes, a large number of CapitaUsts have 
availed themselves of it with the best possible 
results. The position of these investors is 
so very different from the position of the 
ordinary investor that it may be useful to 
explain exactly how the Geographical Dis- 
tribution of their Capital affects them in 
practice. It is the custom of the ordinary 
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investor to have a “ pet ” country in which 
he invests the bulk of his capital. Naturally 
enough England is the “ pet ” investment 
country of the great majority of English in- 
vestors. But whichever may be the “ pet ” 
country of the ordinary investor, he finds 
himself compelled to follow the political and 
financial events of that country with keen 
interest, and its welfare is a constant 
source of anxiety to him. On the other 
hand, the investor whose capital is evenly 
distributed over the earth’s surface in accor- 
dance with the tenets of Geographical Dis- 
tribution, can have no “ pet ” coimtry, and 
has no preponderating interest in any quarter 
of the globe. Consequently he gradually 
comes to look upon political and financial 
events in a piirely detached manner. Poli- 
tics may interest him, but they no longer 
touch his pocket. A financial crisis at any 
of the world’s stock exchange centres no 
longer alarms him ; his local interest amounts 
to a mere fraction of his total capital. He 
preserves his equanimity, and he considers 
whether ho may not be confronted by a pro- 
fhiaing buying opportunity. He becomes in 
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fact a scientific whist-player, playing at his 
best because he is playing for small stakes. 
Under the system of Greographical Distribu- 
tion of Capital the sum of money at stake at 
any one centre is never sufiiciently large to 
upsetfthe nerve of the player, or to divert his 
attention from the strict science of the game. 
ConSthfuently he finds himself, to his great 
material advantage, no longer reluctant to 
realise his profit upon such a one of his in- 
vestments as shows a substantial increase in 
value, and ho feels himself less nervous of re- 
investing the proceeds of such a sale in some 
quarter of the globe where depression tem- 
porarily reigns supreme. 

It has been proved that travel enlarges the 
mind. I have found that International In- 
vestment not only enlarges the horizon of the 
investor, but also tends to free liim from the 
narrow prejudices which are the chief stum- 
blingblocks to a successful investment career. 

In the April (1907) number of the Financial 
Review of Reviews Mr. Holt Schooling wrote 
a very interesting article on the subject of 
the World’s Trade and the Geographical 
Distribution of Capital. In the cotu*se of th%t 
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article Mr. Schooling conclusively proved that 
whilst the trade of any one country is subject 
to considerable fluctuation the trade of the 
world, as a whole, is constantly on the increase. 
As it is the country’s course of trade which 
directly affects the price-movements oi the 
stocks of any one country, so it is the course 
of the world’s trade which controls the* jjrice- 
movement of an Investment List whieh is 
endowed with a world-wide distribution of 
capital. 

Yet there are a certain number of investors 
who, although they are quite convinced that 
capital safety is only obtainable by means of 
a Geographical Distribution of investments, 
are slow to adopt the system, for the simple 
reason that the stocks which they hold show 
them such a large capital depreciation, at the 
present moment, that they prefer to wait 
until their holding recovers in price before 
they commence the task of re-arranging 
their lists. This reasoning is natural ; but, 
at the same time, it is based on a fallacy. 
The fallacy lies in the fact that the individual 
investor wrongly imagines that his own stocks 
are suffering from exceptional depression. 
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whereas the truth is the whole world is 
experiencing an unusual demand for money. 
This demand has arisen from the general 
extension of trade and the large rise in the 
price of raw materials, which have increased 
the quantity of cash requisite to carry on 
the world’s trade. This unwonted demand 
for 'xh^id cash has increased the rate of 
income obtainable from first-class securities. 
Indeed, as a matter of fact, although a 
further large fall has recently taken place 
in the value of British securities, yet these 
still rank among the smallest dividend-payers 
in the world. For this reason anyone w'ho 
sells his British securities at the present 
moment and carefully constructs an inter- 
national list of investments will not only im- 
mediately increase his capital safety, but he 
will also increase his income at the same time. 
Whether, in this process, he sells some stocks 
at prices which are below their original cost 
or not will make but little difference to him in 
the long run. 

To sum up, it is quite clear that the pre- 
sent outlook for British investments is by 
no means reassuring ; for Labour’s demands 
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are likely to cause infinite trouble in the 
future, and their total effect on capital- values 
is an tmgaugeable quantity. For this reason 
investors should consider their position with- 
out delay ; and, if the argument which I have 
put forward urging the Geographical Distri- 
bution of Capital as the investors’ best future 
defence becomes of practical service to unem, 
the object of this article will have been fully 
attained. 



Shareholders and Directors 

iieal conception of a Joint Stock com- 
pany is that a number of investors should 
combine their capital for the purpose of carry- 
ing out an enterprise upon a far larger scale 
than would be possible for any of them to 
attempt as individuals. Further, the Joint 
Stock principle assumes that the conduct of 
the business, which is thus jointly undertaken, 
shall be controlled by such individual share- 
holders as possess special trade knowledge 
and experience, or who have a large personal 
interest in the company’s welfare. The 
reduction of working costs, which is to be 
arrived at by means of a large output, accom- 
panied by highly technical skilled manage- 
ment on the part of the directors, are the 
two chief attractions which Joint Stock 
companies lay before the investing public. 
Under the Joint Stock principle, moreoves, 
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the investor, although he surrenders the 
employment of his capital to the discretion 
of his directors, retains a very effective check 
upon their proceedings owing to the fact that 
it is usually provided by the company’s 
Articles of Association that at the end of each 
financial year one or more of the directors 
shall retire by rotation, and be im^-^r' tW 
necessity of submitting themselves to the 
whole body of shareholders for re-election. 
The shareholder, therefore, although he sur- 
renders the control of his capital to his 
directors, is still in a position to exercise a 
very effective control over the directors, whom 
he has deputed to control his capital. Again, 
the Articles of Association under which Joint 
Stock companies are formed stipulate, in the 
very great majority of cases, that the directors 
shall publish cither half-yearly or yearly 
balance sheets setting forth their company’s 
financial position prior to the general meet- 
ing of shareholders ; so that the directors, 
who compulsorily retire by rotation, are, in 
effect, compelled to render an account of 
their stewardship to their shareholders before 
submitting themselves for re-election at the 
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meeting. It is true that some few compames 
do not publish their balance sheets. But 
these “ silent ” companies, as they are termed 
in the city, are so few in number, and they are 
so obviously to be avoided by the reasonably 
prurient investor, that they are scarcely 
worth mentioning. 

The^ Joint Stock principle provides, in 
theory, for a very efficient control by the 
majority of shareholders ; but in practice the 
weak spot of Joint Stock enterprise will be 
found to lie in the fact that the majority of 
shareholders wholly abdicate the authority 
which the law and their company’s Articles 
of Association have placed in their hands. 
The average investor is altogether too supine, 
and it is to his own indolence rather than to 
any deficiency in our company law to which 
the want of success of an unnecessary number 
of Joint Stock companies is due. It is, in 
short, the function of shareholders to exercise 
an intelligent supervision over their directors, 
and when a Board of Ifirectors falls into finan- 
cial error it is generally due to the lack of that 
very supervision which the shareholders them- 
selves should supply. Indeed, one of the 
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juiost extraordinary phenomena with which 
advisory experts on investments are con- 
fronted is the extraordinary, and at times 
even culpable, negligence of investors. Al- 
though financial history does contain at least 
one instance in which negligence has proved 
to be of advantage to an investor or his heirs, 
yet this case was so exceptional that it . ixiay 
be entirely disregarded. It is, for instance, 
a well authenticated fact that a mislaid cer- 
tificate of an undivided share in the New 
River Company, which was foimd in a Jaco- 
bean tea-caddy, did lay the foundation of the 
family fortunes of a popular present-day 
politician. This is perhaps the only well 
attested instance of investment-negligence 
which has resulted in a princely profit. Apart, 
however, from an isolated case of this sort, it 
is an indisptitablefaot that it is through negli- 
gence and want of common prudence that the 
majority of investors find themselves involved 
in serious losses of capital. So universal, 
indeed, is investment-negligence that pro- 
fessional financiers may, broadly, be divided 
into two classes, namely, those who appreciate 
that their own permanent success depends 
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upon the investment successes with which 
their names are connected, and those who 
deliberately convert the culpable negligence 
of the investing public into their own per- 
sonal profit. 

Grandmotherly legislation has never been 
popular in England ; but the development of 
Stock enterprise in this country has 
been attended by spasmodic legislative efforts 
to protect the investor from the consequences 
of his own imprudence. At regularly recur- 
ring intervals, Parliament makes some sort 
of an attempt to save the investor from him- 
self and from his own folly. But as invest- 
ment discretion cannot be provided for the 
public by any process of inoculation, and 
as, even if an investment vaccine were dis- 
covered to-morrow, the probability is strong 
that the majority of investors would forth- 
with declare themselves to be convinced 
anti-vaccinationists, legislative enactments 
have hitherto proved powerless. How futile 
is the effort to protect investors against in- 
vestment irregularities by means of legislative 
enactments is to be seen in the practical 
working of the Companies Act of 1900. 
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xms amendment of the law relating to 
Joint Stock companies had for one of its 
chief objects an increased stringency as to 
the information which was bound to be 
furnished by a prospectus. The amount 
payable for goodwill, the contents of* the 
memorandum of association, the amount of 
promotion money paid, and the dal^ 
parties to every material contract were, 
amongst other details, to be specifically set 
forth. The object of stipulating for the 
publication of this information was the en- 
lightenment of the would-be investor. It was 
intended that the important inside facts rela- 
tive to a flotation should be readily accessible 
to the general public, and that the prospectus 
should furnish the requisite information. 
Furthermore, directors and managers of com- 
panies were enjoined to file certain particulars 
at Somerset House, which would enable share- 
holders to obtain an insight into the actual 
progress which their companies were making. 

If it is asked whether this enactment for the 
fuller publication of details at the time of the 
creation of a new company has been pro- 
iqotive of real good, it must be frankly con- 
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fessed that the Act has altogether failed to 
accomplish its purpose. Indeed, in practic 
this Act, which aimed at affording more 
definite information to the investing public, 
has resulted in even a greater suppression of 
material facts than was customary prior to its 
passing. Because, alarmed at the financial 
sSixcts which he would thus have been com- 
pelled to disclose, the wily promoter forthwith 
bestirred himself to circumvent the provisions 
of the new Act. So definitely, however, was 
the Statute worded that it was only possible 
to evade the stipulated publicity by the pro- 
moter contracting himself out of the Act al- 
together. Accordingly the supple-minded pro- 
moter accommodated himself to his new leg- 
islative surroundings, and ho cut the Gordian 
knot of the too-inquisitive prospectus by 
abstaining from issxiing anything whatever 
in the shape of a prospectus. Now if the 
generality of investors had approached the 
question of investment with that alertness of 
mind with which they address themselves to 
other business matters, it is obvious that 
the appearance of a prospectusless company 
ought immediately to have aroused their 
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suspicions. The very fact that the company- 
promoter was anxious to withhold certain 
inf ormation which the legislature had decided 
that he ought to be compelled to furnish, 
should have been sufficient to warn the intelli- 
gent investor that he was being invited to 
tread on dangerous ground. It was indeed 
only because the investor had weakljf- Cbn- 
sented to be an accessory to the evasion of 
the law concerning prospectuses that the pro- 
spectusless company did not stand straightway 
condemned. If the investing public had not 
with foolish good-nature encouraged the pro- 
moter in evading an Act passed for the public 
protection, prospectusless companies would 
never have appeared in such undesirable pro- 
fusion. Had the public only displayed a 
firm disposition to cold shoulder any flotation 
which did not present the necessary creden- 
tials in the shape of a properly explicit pro- 
spectus, the prospectusless company could 
never have enjoyed any vogue. So far, how- 
ever, from the public treating prospectusless 
ventures with disdain, their popularity has 
been so enormous that both in numbers and 
in^amount of capital they altogether eclipse 
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the concerns which duly file prospectuses and 
are introduced to the investor in accordance 
with the Act of 1900. The following com- 
parative figures as to the flotations made 
during the years 1901, 1902, 1903, 1904, 1906, 
lOOfl", and 1907, are taken from the Report of 
t^ Board of Trade : — 


Period. 

With 

Pro- 

spectus. 

Without 

Pro- 

spectus. 

Porcent- 
ago of 
Com- 
panies 
without 
Pro- 
spectus. 




Per cent. 

January to June, 1901 . 

91 

65 

41 

July to December, 1901 . 

65 

36 

39 

January to June, 1902 . 

66 

63 

48 

July to December, 1902 . 

54 

61 

53 

January to June, 1903 . 

38 

69 

60 

July to December, 1903 , 

27 

i 

61 

January to June, 1904 , 

19 

42 

68 

July to December, 1904 . 

28 

20 

41 

January to June, 1905 . 

25 

33 

56 

July to December, 1905 . 

37 

25 

40 

January to Juno, 1906 . 

60 

22 

30 

July to December, 1906 . 

67 

24 

26 

January to June, 1907 . 

43 

36 

44 

July to December, 1907 . 

33 

21 

38 

The whole truth concerning the i 

‘elations 

which exist between i 

shareholders and direc- 
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tors lies in the fact that the public carelessly 
choose to assume that the standpoint of 
directors and shareholders is in every case 
identical. The inert shareholder elects to 
justify his awn indifference as to his financial 
welfare by the soothing reflection that he and 
his directors are in precisely the same boat, 
and that therefore, with every confidence, he 
can leave the management of the said boat to 
his directors. So that the shareholder pays 
insufficient attention to the point that it is 
inevitable that directors cannot reasonably be 
expected to see eye to eye with their share- 
holders. In discussing the attitude of direc- 
tors thus generally, it must bo understood 
that the typical English director of Joint 
Stock companies is a man of high commercial 
probity, of good social standing, and of an 
intelligence well above the average. He is 
of the class of man which furnishes om magis- 
tracy, and which is appointed to public and 
private trusteeships. In brief, the typical 
director is an excellent specimen of the 
T?!ngliabnfia,n of the upper and middle classes ; 
at the same time it should not be overlooked 
that the director is, after all, only human. 
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and that he is burdened with the defects of 
his many excellent qualities. 

Now the very social and commercial position 
which the average director occupies renders 
him perhaps a little too self-confident and 
a little too dictatorial in his maimer. He is 
accustomed to lay down the law on the 
magisterial bench and in his own business, 
and he conducts himself as a benevolent 
despot in his family circle, with the natural 
result that he is exceedingly loth to admit 
that he could ever have made a mistake, or 
that he could have been guilty of an error in 
judgment. As a rule the average director’s 
business acumen and his close attention to 
detail have enabled him to buUd up an 
adequate private fortune. But his own hard- 
won success does not logically justify his 
refusal to admit the possibility of mismanage- 
ment in a Joint Stock concern, to which pro- 
bably ho devotes no more of his time than a 
:ew hours weekly. It is the exception when the 
iirector devotes himself as whole-heartedly 
io the welfare of a Joint Stock enterprise as 
i struggling tradesman does to his private 
lusiness. The result is that mistakes are 
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made and then the amour fropre of the Board 
of Directors prevents them making public 
acknowledgment to their shareholders that 
works’ extensions have been needlessly under- 
taken, or that money has been wasted in the 
invasion of new but unremunerative markets. 
In this way perfect candour ceases to exist 
between directors and shareholders. Pj tnat 
a situation is created in which the directors 
have knowledge of unremunerative develop- 
ments undertaken whilst the general body of 
shareholders are entirely unaware that aU is 
not going perfectly smoothly with their com- 
pany. It may be, and it usually is, the case 
that the board are convinced that the new 
policy will ultimately result in the prosperity 
which they originally anticipated ; but in the 
meantime shareholders are kept in the dark, 
and the directors, when the date of the balance 
sheet comes roimd, gloss over the situation by 
neglecting to write doAvn the value of lease- 
holds, or by failing to set aside an adequate 
sum to cover the depreciation of plant. In 
some way or another the directors cease to 
observe the strict canons of sound finance, and 
b> this means they are enabled to present to 
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their shareholders a more prosperous state- 
ment of affairs than the actual position" alto- 
gether warrants. There is no cold-blooded 
determination to embark upon a policy of 
deception ; merely a situation arises in which 
fnen whose past commercial career has been 
I’Tiiformly successful display a not unnatural 
reluctance to make a public confession of 
partial unsuccess. It is the humiliation of 
a public confession of misfortune which a 
statement at a company’s general meeting 
would entail which leads directors to couch 
their yearly or half-yearly reports in unduly 
sanguine phraseology. 

It is also only fair to directors generally to 
admit that the average shareholder dearly 
loves a sanguine chairman. It woidd be 
impossible without descending to personalities 
to instance the magnetic influence wliich a 
sanguine chairman exercises over the spirits of 
disheartened shareholders, who, perhaps, have 
patiently listened to him during many years 
of disappointment and of dividends delayed. 
But no man who habitually attends the 
meetings of Joint Stock companies can form 
any other opinion than that shareholders do 
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encourage by rapturous applause the Board 
of Directors which belittles present difficulties 
and enlarges in a boldly prophetic vein upon 
the brilliance of futtu:e prospects. It is no 
over-statement of fact to assert that the too- 
sanguine chairman is created by the unliesita- 
ting loyalty which the too-sanguine share- 
holder displays to his Board. 

The history of Joint Stock finance in this 
country may in short be summed up in the 
fact that the English shareholder possesses 
the very type of director which he deserves. 
Now the main characteristics of the share- 
holder are a strong historic sense and an 
ingrained respect for constituted author- 
ity. The mental attainments and the past 
achievements of liis Board appeal to his 
historic sense, and his respect for consti- 
tuted authority leads him to resent as a 
personal matter any attempt to criticise the 
policy of the Board either at a meeting or in 
the columns of the Press. Beyond and 
above which, there exists a strong sporting 
feeling that no man who is playing to the best 
of his ability should be interfered with during 
the progress of the game. This attitude, 
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though admirable enough in its way, results 
in deplorable negligence on the shareholders’ 
part. Indeed, so long as directors manage 
to pay good dividends, shareholders do not 
trouble to ascertain whether these dividends 
have been actually earned or from what fund 
they may be drawn ; neither do they pause 
to refioct whether this distribution of the 
concern’s cash resources in the shape of 
dividends is in the best interests of share- 
holders ; further, they are singularly indif- 
ferent as to whether the Balance Sheet and 
the Directors’ Report exhibit the company’s 
position with sufficient clearness. In short, 
shareholders are content to leave everjdliing 
to their directors, and it is only when the 
directors find themselves compelled to an- 
nounce that the steed has been stolen that 
the generahty of shareholders manifest any 
interest in the fastenings of the stable-door. 
Prosperous companies, with shareholders 
numbered by hundreds, find it difficult to 
form a quorum at General meetings ; whilst 
so soon as there is a cessation of dividends 
shareholders attend in large numbers. Were 
the shareholder more alert to his own interests 
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the principle of attendance at meetings would 
be precisely reversed. Fortune is ever fickle, 
and it is only by close attention to business 
in times of prosperity that prosperity can be 
induced to become permanent. Whereas it is 
idle to imagine that querulous speeches at 
public meetings can restore prosperity when 
prosperity has been choked by long neglect. 

Shareholders would do well to appreciate 
the fact that Great Britain is a country where 
brains are well paid for, although, as a rule, 
directors’ fees are inadequate. They seldom 
are sufficiently large to eompensate a really 
brainy man for devoting himself entirely to 
the service of a company which has appointed 
him one of its captains. So that it has come 
about that the Directory of Directors shows 
that the highly capable men habitually hold 
so large a number of directorships that they 
are imable to attend in any great detail to 
the various concerns which they control. 

Any one who has any inside experience of 
company-management is aware that, as a rule, 
one or two directors eclipse the rest of the 
Board in intelligence and application. So 
that, in many cases, concerns which nomin- 
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ally are managed by half a dozen or more 
directors are in reality in the hands of one 
man — a position which has much to recom- 
mend it, provided always that the one man 
is capable and honest, and that it is worth his 
while to devote himself entirely to the con- 
cern’s best interests. Indeed, a North-Coimtry 
coinpany which had floi.mderod for years 
in a dividcnd-less condition was restored to 
prosperity by a strong-minded director appeal- 
ing for the election of a capable committee of 
directors to manage its afPairs. Ashe went on 
to explain, in his opinion, a capable com- 
mittee was a committee of one, and he himself 
was that one man. The perfect self-confi- 
dence, which this suggestion conveyed, was 
completely justified by results, and the 
capable committee consisting of one director 
restored the company to the dividend-paying 
list. But directors who are prepared thus 
whole-heartedly to devote themselves to their 
shareholders’ interests are the exception ; 
for this reason shareholders in protection of 
their own capital must, of necessity, exert 
themselves to follow the vicissitudes of their 
company’s fortunes. 
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Jn the case of the great majority of com- 
panies shareholders are put in possession of 
information which would be instrumental in 
saving them a great deal of money if they 
would only utilise the opportunities which 
they enjoy. It is quite an exceptional case 
where the Articles of Association do not 
provide that shareholders shall be regulany 
supplied with a balance sheet and a properly 
drawn-up statement of profit and loss. Until 
the amendment of the Companies Acts of 
1907, there was no penalty enforceable if a 
company neglected either to hold an annual 
meeting or to publish a balance sheet ; but 
the Law now insists that every company 
shall hold an annual meeting, and shall 
supply the Registrar of Joint Stock Companies 
with an audited balance sheet, which is to 
contain : — 

(a) A summary of the Capital. 

(&) A summary of the Liabilities. 

(c) A summary of the Assets. 

(d) Particulars as to general nature of 

Liabilities. 

(e) Particulars as to general nature of 

Assets, 
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It is, however, the exception when a com- 
pany only furnishes its shareholders with the 
bare legal limit of information. So important 
is it that a company should make a full 
disclosure of its position, that it is a salutary 
rule for an investor to make not to entrust 
any portion of his capital to a Board of 
]uirectors which does not supply him with 
ample balance sheet details. If only investors 
would avail themselves of the balance sheet 
information, which is supplied to them, they 
would at least receive timely warning that 
their company’s assets were disappearing and 
that its liquidation, or its reconstruction 
on a reduced basis of capita], was becom- 
ing inevitable. For instance, after the 
Board of the Sweetmeat Automatic Com- 
pany had been reconstituted in 1904 the 
new chairman informed his shareholders 
that “ the average nett profit per machine 
had been steadily and continuously slirink- 
ing since 1899. This circumstance was 
masked by the constantly growing capital 
expenditure which kept adding to the number 
of machines without, however, any propor- 
tionate increase in profits. Dividends were 
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paid in advance of profits instead of profits 
being earned in advance of dividends.” Now 
it was well within the power of any share- 
holder by the aid of a simple arithmetical 
calculation to have ascertained for himself 
from the company’s balance sheet figures 
that capital expenditure was increasing rapidly 
without there being any corresponding in 
crease in profits. To arrive at this fact 
required no access to special “ inside ” 
information. Long before the company had 
involved itself in a maze of unsound finance 
the investor who submitted its published 
accounts to analj'^tical scrutiny must have 
received timely warning that it had em- 
barked upon a course of unremunerative 
capital-expenditure, the outcome of which 
could only be financial disaster. 

Or, taking the British Westinghouse Electric 
and Manufacturing Company, which found 
itself compelled to write off as a total 
loss £1,375,000 from its Capital Account in 
January, 1907 ; here again was a case in which 
the balance sheet figures ought to have raised 
a timely alarm in the mind of a shareholder 
who was only moderately observant. For in 
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November, 1904, when this company arrived 
at the end of its first year of manufacturing, 
credit was taken in the balance sheet for 
Patents and Goodwill, £794,867, and for Works 
at Trafford Park, Manchester, £1,069,009, 
whilst the depreciation allowed for on these 
two items, totalling £1,863,976, merely 
c«mounted to the obviously inadequate sum 
of £10,500. So that the shareholder who 
had subjected the balance sheet figures of 
1904 to no very exhaustive analysis would 
have had no less than fully two years’ warn- 
ing of the catastrophe which took place in 
1907. 

At times the shareholder who takes the 
trouble to investigate balance sheet figures 
receives even more ample warning of im- 
pending trouble than two years. Por instance, 
there was no less an interval than ten years 
between the times when Spiers and Pond, 
Limited, first began to deviate in their 
balance sheet figures from strictly orthodox 
finance and when the company finally was 
driven to purge its accounts by a drastic 
scheme of reconstruction. In illustration of 
this I will first exhibit in tabular form the 
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variations in the capital account of this 
company : — 


£ 

Year ending March 31, 1897, Share and Loan Capital vras 1,300,000 


*» 

it 

1898 

it 

9f 

1,300,000 

♦ » 

it 

1899 

it 


1,308,041 


it 

1900 

it 

*9 

1,908,281 

it 

it 

1901 

it 

99 

1,908,281 

»» 

it 

1902 

it 

99 

1,908,281 


it 

1903 

«> 

99 

2,200,000 

if 

it 

1904 

♦ > 

99 

2,206,000 

2,206,000 

if 

it 

1905 


^9 

if 

it 

1906 

it 

99 

2,200,0Gu 

it 

if 

1907 

it 

99 

w,206,000 


It will be noticed that throughout this 
period the tendency of capital account was 
to expand ; yet, at frequently recurring in- 
tervals, it was stated in the Directors’ Reports 
to their shareholders that the company’s 
assets were being steadily diminished. For 
instance, in 1902 the directors made mention 
of the fact that the Gaiety Restaurant and 
the Yorkshire Grey, a valuable property 
standing at the junction of two tramway 
systems, had been sold for £100,000 ; in 1903 
the contract for the supply of refreshments at 
Waverley Station, Edinburgh, had expired 
and had been diverted from Spiers and Pond, 
also the refreshment contracts with the 
Metropolitan District Railway, the Zoological 
Society’s Gardens, and the Manchester South 
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Junction and Altrincham Railway had been 
renewed, but all at considerably increased 
rents. In other words the revenue-producing 
powers of these depots had been materially 
diminished by their enhanced rentals, there- 
fore their value as assets had been similarly 
diminished ; so that in sound finance it was 
obligatory upon Spiers and Pond to write 
down their Capital Account correspondingly. 
This, however, was not done, as the above 
table clearly shows. In the Directors’ Re- 
port issued in 1905 it was stated that the 
lease of Winchester House Restaurant in the 
City of London and the London, Chatham 
and Dover Railway refreshment contract had 
expired and had not been renewed. Mention 
was made in 1906 that the Dover Harbour 
refreshment bars contract and the lease of 
Freemasons’ Tavern had expired and had not 
been renewed, and in 1907 it was admitted 
that the refreshment contract with the 
Cheshire Lines had expired and had i:( t been 
renewed. Then the crash came, and in June, 
1907, shareholders were asked to consent to 
£480,000 being written off Capital Account, 
and also to write off the amount standing at 
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the credit of the various Reserve Funds 
amounting to a further £123,023. 

The point I wish to establish by these 
examples is that the shareholder is already 
placed in command of most valuable infor- 
mation which, as a ride, he entirely disregards 
or at least he fails to apply it advantageously 
to his own holdings. On broad principles 1 
admit the injustice of directors, with the aid 
of proxy-power entrusted to them by their 
fellow-shareholders, smothering discussion at 
general meetings ; but, on the other hand, 
I by no means withhold my sympathy from 
directors who are harassed and wearied by 
the irrelevancies of inquisitive shareholders 
who have not even taken the trouble to inform 
themselves as to the figures which are placed 
before them. It was with the view of remedy- 
ing the obvious disadvantages under which 
shareholders labour in the interpretation of 
balance sheets and reports, and to enable 
them to arrive at a definite opinion as to the 
wisdom or unwisdom of a particular dividend 
distribution that the Financial Review of 
Reviews instituted its system of publishing 
digests of companies’ accounts, of reprinting 
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topics interesting to investors culled from tlie 
world’s Press, of opening its pages tp cor- 
respondence, and of including in each number 
which it issues an Information Coupon for 
the use of investors who desire a gratuitous 
expert opinion on any particular point. 
Unfortunately, however, although many avail 
themE''lves of the facilities which are thus 
placed at their disposal, there is still a large 
body of subscribers to this periodical who do 
not appear to bo aware of the privileges which 
they habitually neglect. It is with the view 
of enlarging the circle of those readers who 
derive their fuU twenty shillings in tho £ from 
their Review subscription that I have been 
prompted to write the present article. 

It was one of the presidents of the Institute 
of Accountants who once said that balance 
sheets are unfortunately more frequently 
used to conceal facts than to throw light upon 
them. So true is this that a volume could be 
filled with instances in which the manipula- 
tion of balance sheet figures has completely 
blinded shareholders to the true state of 
affairs. On the principle that it takes a thief 
to catch a thief, it frequently requires a sk’Ued 
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acoountant to extract the true meaning from 
a statement of accounts, which another 
accountant has compiled. Shareholders may 
therefore be pardoned for failing to appreciate 
the real meaning of a balance sheet when it 
is put together by an accountant who does 
not intend to be more commimicative than 
he can help. Bearing this fact in m’nd the 
Financial Review of Reviews has instituted 
a system of supplying special information 
on balance sheets prior to a Shareholders’ 
Meeting. This has been done in order to 
prevent shareholders passing and adopting 
vague and unsatisfactory balance sheets. 
The result of this fresh departure has so far 
been extremely gratifying. For owing to 
the pertinent questions which shareholders 
have by these means been enabled to put 
to their directors, in several instances balance 
sheets, which once were unsatisfactory in 
form, are now being published in proper 
shape. The shareholder, whose inquiries are 
foolish and irrelevant, annoys his directors 
without benefiting either himself or his pro- 
perty; whilst intelligent criticism is always 
productive of good results. There are, of 
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course, some classes of investments which 
require little watching; these consist .prin- 
cipally of fixed-income stocks, which are 
so well secured, both from the point of capital 
and of income, that it is scarcely possible 
thac they should be adversely affected by 
mismanagement or other malpractices. Such 
stocks as these naturally constitute the ideal 
of investment, but how few investors there 
are who in reality confine themselves to this 
class of holding. 

Considering the difficulty there is in 
amassing capital it is astonishing how little 
trouble investors are prepared to take to safe- 
guard it when it has been acquired. If only 
the readers of this article would carry its 
principles into practice and would determine 
no longer to pmsue a poHcy of drift in regard 
to their investments, then they would forth- 
with set about seriously investigating their 
own financial position. In any case of 
difficulty, or whenever they found that 
they had neglected to file the bygone 
Reports and Balance Sheets relative to 
their holdings, a consultation with the Pub- 
lishers of this Beview would soon supply 
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the deficiency. By closely following the 
information which the affords, investors 

will rapidly acquire practice in estimating 
the strength of their own investment posi- 
tions and they will also equip themselves for 
the task of intelligently criticising their own 
directors, and of extracting from them such 
information as a Company’s balanc.. sheet 
and report can reasonably be expected to 
furnish. 
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“ The great importance of these proposals cannot be over-estimated.** 
— Standard. 

INVESTMENT CRITIC. “ Investment Knowledge.’* 

Demy 8vo. 16 pp. id., post free ijd. 
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Bristol Daily Mercury. 

“ Safe Investment and Improved Income, Based 
on the World’s Commerce.” Demy 8vo. 16 pp, 
id., post free ijd. Contains 10 charts showing 
typical price-movements in different .ountries. 

“ How to Manage Capital.” Bound in art 
cloth. 140 pp. I/- net. Explains how a syste- 
matic investment scheme should be started and 
subsequently kept up. Informs the reader when, 
how, and what to buy and sell, in order to obtain 
the best results from capital invested in Stock 
Exchange securities. 

INVESTORS’ SHILLING YEAR BOOK for 1909. 

The only Year Book which gives a digest of every 
balance sheet, as also every salient point necessary 
for forming an opinion on the safety and relative 
value of securities quoted on all British Stock 
Exchanges. Sir Henry Burdett, K.C.B., in his 
preface to the book, says : ” By means of this 
Year Book the investor may compare the financial 
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remunerative Stocks.” Royal 8vo. 424 pp. 
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LAW, Sir Edward F. G. “ Scientific Investmcjjit.*’ 
Demy 8vo, i6 pp., with Charts, id., post free 
ijd. 
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‘‘ * Eyar * Investor’s Account Book.** Designed 
to give its owner an instantaneous picture of his 
entire investment position at any time. Can be 
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bookkeeping, and with less trouble than the most 
primitive form of memorandum book. Lasts for 
five years without re-entries of any kind through- 
out the period. Price, cloth 4/- ; leather, 6/6. 
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•• Of great assistance to investors.” — World. 

** All about Investments.” Demy 8vo, cloth, 
*88 pp. Price 5/-. 
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McC LEERY, J. Carlisle. ** Discounting the Death 
Duties.” Demy 8vo, i6 pp. id., post free ijd. 

MCLAREN, Sir Charles, K.C., M.P., Chairman of the 
Metropolitan Railway. ** Prospects of Iron and 
Steel Investments.” Demy 8vo. iG pp. id., 
post free ijd. 

“ A very able and interesting article.” — Investors' Review, 

MIDLETON, the Right Hon. Viscount. ** British 
Life Assurance and American Models.” Demy 
8vo. 1 6 pp. id., post free ijd. 

MORGAN, Percy, F.S.S. “ The Outlook for Brewery 
Investments.” Demy 8vo. i6 pp. id., post 
free ijd. 

ROLLESTON, Sir John. Investments in Real 
Property.” Demy 8vo. i6 pp. id., post free i Jd. 

** A most striking article .” — Leicester Post, 

Scientific Investment in Daily Practice.” A 
description of the daily practical application of 
scientific investment. 

SASSOON, Sir Edward. “ Finance and the Feuda 
tory States of India.” Demy 8vo. i6 (pp. id., 
post free ijd. 

SCHOOLING, J. Holt, F.S.S. “World-Trade and 
the Geographical Distribution of Capital.” Demy 
8vo. 240 pp. id., post free ijd. 

TOVEY, Philip. “ What is a True Reserve Fund ? ” 
Demy 8vo. 16 pp. id., post free ijd. 

WITHERS, George. “ The Stock Exchange.” Crown 
8vo. 260 pp. Bound in art cloth. 3/6 net. Traces 
the Stock Exchange bargain from the client to the 
final adjustment of the transaction between the 
original seller and the ultimate buyer. 

How to Read a Prospectus.” Demy 8vo. 16 
pp. id., post free ijd. 

“ How to Read a Balance Sheet.” Demy 8vo. 
16 pp. id., post free i Jd. 

WRIGHT, Arnold. “ The Municipal Rakes’ Pro- 
gress,” Demy 8vo. t 6 pp. id., post free ijd, 

” Quite a remarkable article .” — East Anglian Daily Times, 
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